
This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of a project 
to make the world's books discoverable online. 

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was never subject 
to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 
are our gateways to the past, representing a wealth of history, culture and knowledge that's often difficult to discover. 

Marks, notations and other marginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 
publisher to a library and finally to you. 

Usage guidelines 

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing this resource, we have taken steps to 
prevent abuse by commercial parties, including placing technical restrictions on automated querying. 

We also ask that you: 

+ Make non-commercial use of the files We designed Google Book Search for use by individuals, and we request that you use these files for 
personal, non-commercial purposes. 

+ Refrain from automated querying Do not send automated queries of any sort to Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attribution The Google "watermark" you see on each file is essential for informing people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 
countries. Whether a book is still in copyright varies from country to country, and we can't offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liability can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through the full text of this book on the web 



at |http : //books . google . com/ 






^a.VcA^\cr\Cy 




HARVARD LAW LIBRARY 



^•e^cJ^Sl Qax^^ ^ 



Received 



ived QmaaS 



\%.\C\\Cy 




Digitized by VjOOQIC 



Digitized by VjOOQIC 



Digitized by VjOOQIC 



Digitized by VjOOQIC 



Digitized by VjOOQIC 



SUPPLEMENT TO 

INCOME TAX 

PROCEDURE 

1919 



ROBERT h!^MONTGOMERY 

Attoraey-at-Law. Certified Public Accountant. 

Ex-President, American Association of Public 

Accountants. Assistant Professor of Accounting, 

Columbia University 







Note. — Page references herein up to 979 are to 
"Income Tax Procedure 1919"; higher numbers refei 
to this supplement. 




New York 




THE RONALD PRESS COMPANY 




1919 


^i 




^■/7?''/ " 




m'^ 




Digitized by CjOOQIC 






Copyright, 1919, by 
Robert H. Montgomery 



APR 1 8 1919 



Digitized by VjOOQIC 



SUPPLEMENT TO 

INCOME TAX PROCEDURE 

1919 



CHAPTER II 

APPLICATION OF THE LAW— EXEMPTIONS 

Page 47 

"Head of a family" defined. — Article 302, Reg. No. 
45, 1919, provides: "A head of a family is a person who 
actually supports and maintains in one household one or more 
individuals," etc. As stated on page 48, the newspapers have 
reported that the restriction imposed by the words "in one 
household" was eliminated, but no official ruling setting aside 
Article 302 of the Regulations has appeared. 

Page 49 

Exemptions to be calculated by months. — On March 
II, 1919, the following announcement was made by the Bu- 
reau of Internal Revenue, holding that the status of an income 
taxpayer on the last day of his taxable year (which in most 
cases was December 31, 19 18) will determine his personal ex- 
emption for the entire preceding year : 

The subdividing of personal or family exemptions to cover a per- 
son's changes in status during 1918 is abandoned. Paragraph three 
of Section six of the instructions on forms 1040 and 1040 A are made 
void by the new ruling. 

When claiming the personal or family exemption on his return, 
a taxpayer should be guided by the following schedule of lawful 
allowances. 

If married and living with wife (or husband) on the last day of 
the year, the exemption allowed is $2,000. Any - taxpayer who, 
though unmarried, supported in his household on December 31 one or 



*The chapter references correspond with the similar chapters in 
1919 Income Tax Procedure. 
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more relatives who were dependent upon him,' may claim the $2,000 
exemption. 

Single persons, also married persons who were living apart on 
December 31, and who have no dependents, may claim only $1,000 
exemption. 

Additional exemption of $200 is allowed for each person who was 
dependent upon the taxpayer on December 31 if the dependent is 
under 18 years of age or is mentally or physically incapable of self- 
support. 

Taxpayers who have already filed returns on the former 
basis must now file amended returns. Amended returns, 
however, may be made within a reasonable time at the con- 
venience of the taxpayer. 

A young man who earned $1,300 during the year 1918 
and who reached his twenty-first birthday any time prior to 
December 31, 1918, will have to file a return. As stated on 
page 81, he should have been required to file a return in any 
event even though a minor, but the author has been asked cer- 
tain questions which indicate that many young men think 
they are not liable to the income tax until they have reached 
their twenty-first birthday. 

Page 50 

Husband and wife living apart. — Article 303, Reg. 
No. 45, states that **a resident alien with a wife residing 
abroad is not entitled to the $2,000 exemption." 

Page 51 
Personal exemptions of non-resident aliens. — 

Regulation. A non-resident alien individual, similarly to a 
citizen or resident, is entitled for the purpose of the normal tax to 
credit corporate dividends, interest on obligations of the United 
States, a personal exemption, and $200 for each dependent, except 
that in the last two cases if he is a citizen or subject of a country 
which imposes an income tax the credit is allowed only if his country 
allows a similar credit to citizens of the United States not residing 
in such country. By "similar credit" is meant the same personal 
exemption or credit for dependents to citizens of the United States 
as is allowed citizens of such country, not necessarily the same amount 
as in the United States statute. (Reg. No. 45, Article 305.) 



Digitized by VjOOQIC 



INCOME TAX 983 

This means substantially that in foreign countries there 
must be no discrimination against Americans as compared 
with the citizens of the country imposing the tax. (T. D. 281 1 . ) 
(March 22, 1919) gives an incomplete list of countries. (See 
Chapter XXVIII for full text of decision.) 

Pages 54, 61 and 201 

Income Exempt from Both Normal and Surtaxes 

War risk insurance. — Since June 25, 1918, no assessment 
of any federal tax may be made on any allotments, family 
allowances, compensation, or death or disability insurance 
payable under the War Risk Insurance Act of September 2, 
1914, as amended, even though the benefit accrued before that 
date. Any return filed as the basis of an assessment to be made 
after June 25, 1918, should not include such benefits as part 
of taxable income. 

Compensation of state employees held to be exempt. — 
Article 71, Reg. No. 45, provides: 

Regulation Compensation paid its officers and employees 

by a state or political subdivision thereof, fees received by notaries 
public commissioned by states, and the income of State workmen's 
compensation insurance funds established by State statutes, are not 
taxable. Employees of universities receiving salaries paid in part 
or in whole from funds available under the Smith-Lever Act of May 
8, 1914, who are officers or employees of a state, are not required to 
return as taxable incomes the salaries so received. (Reg. No. 45, 
Article 71.) 

The basis of holding that the compensation of state em- 
ployees is exempt is indicated by the first few lines of Article 
71, Reg. No. 45, which state in effect that the exemption 
arises out of the fact that such income is "by statute or fimda- 
mental law free from tax." In view of the repeated state- 
ments in Congress holding that state employees were subject to 
the federal income tax, and the failure to re-enact the 
specific exemption which had been accorded to such employees 
in the former laws, the action by the Commissioner, who states 
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in effect that such employees are exempt, either by statute or 
fimdamental law, forecloses the judicial determination which 
Congress intended. 

It is to be regretted that the question was not left to the 
courts as was intended, because the freedom from the federal 
income tax of well-paid state and municipal employees creates 
an unfavorable impression on those who are for the first time 
subject to the federal income tax. Another reason why the 
right to tax state employees should be tested is the fundamental 
justice of it in a time of emergency. The Bureau of Internal 
Revenue issued the following statement March 3, 1919: 

Many inquiries are being received by the bureau from all parts 
of the United States, indicating that there is a doubt as to whether 
officers and employees of States or political subdivisions must con- 
sider their compensation as taxable income. The view of the bureau 
that such income is exempt is determined by the reading of the law, 
by the apparent intention of Congress, and by the fundamental law 
governing the relation between the Federal Government and the 
States. 

The conference committee which considered the views of the 
Senate and the House of Representatives with respect to the new 
revenue act, and revised the bill as passed by both Houses, wrote into 
Section 213 special clauses which include in taxable income the com- 
pensation of the President, the Federal Court judges, and all other 
officials and employees of the United States, or of any State, Alaska, 
Hawaii, or any political subdivision thereof, or the District of Co- 
lumbia. Before reporting the bill back to the Senate and the House, 
the words "or of any State" were stricken out, and with this revision 
of the conference committee's special clauses in Article 213, the act 
was accepted and passed by Congress. 

This statement is in conflict with the report of the Finance 
Committee of the Senate. (See page 201.) The statement 
refers to the "apparent intention of Congress," but as a matter 
of fact after many hours of discussion Congress refused to 
include the former exemptions extended to state employees. 

Page 54 
Dividends and interest from federal land bank and na- 
tional farm loan association. — 

Regulation. As Section 26 of the Federal Farm Loan Act of 
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July 17, 1916, provides that every federal land bank and every na- 
tional form loan association, including the capital and reserve or 
surplus therein and the income derived therefrom, shall be exempt 
from taxation, except taxeis upon real estate, and that farm loan 
bonds, with the income therefrom, shall be exempt from taxation, 
the income derived from dividends on stock of federal land banks 
and national farm loan associations and from interest on such farm 
loan bonds is not subject to- the income tax. (Reg. No. 45, Article 74.) 

Dividends from 'federal reserve bank. — 

Regulation. As Section 7 of the Federal Reserve Act of De- 
cember 23, 19 1 3, provides that federal reserve banks, including the 
capital stock and surplus therein, and the income derived therefrom, 
shall be exempt from taxation, except taxes upon real estate, such 
exemption attaches to and follows the income derived from dividends 
on stock of federal reserve banks in the hands of stockholders, so that 
the dividends received on the stock of federal reserve banks are not 
subject to the income tax. Dividends paid by member banks, how- 
ever, are treated like dividends of ordinary corporations. (Reg. No. 
45, Article 75.) 

The exemption as provided in the foregoing articles will 
also be found on page 347. 

Page 55 

Life insurance — ext^t to which exempt. — Article ^2, Reg. 
No. 45, provides that the proceeds of life insurance poHcies 
are to be excluded from the gross income of the beneficiaries, 
"but not if paid to a corporation or partnership.'' The regu- 
lation is not in accord with the statement on page 55. The 
law states very specifically that the proceeds are exempt when 
paid to individual beneficiaries. This definitely excludes cor- 
porations but it does not exclude partnerships if the latter are 
held to be individuals. The trend of court decisions is not 
entirely tmiform but in some jurisdictions it is still held that 
the partnership is not an entity and that in all respects a part- 
nership must be dealt with as one or more individuals who are 
merely associated together for trading purposes but who are 
taxed as individuals and who must be sued in their individual 
names. The intention of the 19 18 law was to broaden the 
provisions of the 1916 law and it is a reasonable assumption 
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that while there may have been some intention to restrict the 
exemption of corporations, there could hardly have been an 
intention to restrict the exemptions when the beneficiaries are 
taxable in their individual capacities, even though they may 
happen to be doing business as a partnership. 

Page 60 
Income of foreign Ambassadors. — Article 81, Reg. No. 
45, provides: "The income of foreign ambassadors and 
ministers from investments in bonds and stocks and from in- 
terest on bank balances, and the fees of foreign consuls, are 
exempt from tax.'' It is assumed that the reason for this ex- 
emption is that theoretically the ambassadors and ministers 
from foreign countries when in the United States are still on 
foreign soil so far as other than criminal matters are con- 
cerned. 

Page 63 
Mutual savings banks. — 

Regulation. A Massachusetts savings bank, otherwise exempt, 
which establishes an insurance department under the statutes of that 
state, does not thereby become subject to tax upon the income re- 
ceived by such department. (Reg. No. 4^, Article 513.) 

Page 63 

Fraternal beneficiary societies. — Article 514, Reg. 
No. 45, provides: "In order to be exempt it is also neces- 
sary that the society have an established system for the pay- 
ment to its members or their dependents of life, sick, accident 
or other benefits.'' 

Page 63 

Building and loan associations. — 

Regulation The statute requires that the members of the 

association shall share in its profits on substantially the same footing. 
Subject to this requirement, it does not prevcHt exemption that the 
association issues prepaid stock entitled to a specified percentage 
of the profits. Where, however, the association issues paid-up stock, 
the holders of which are entitled to a fixed dividend and also a share 
in the profits with all the other holders of stock, it is not exempt. 
(Reg. No. 45, Article 515.) 
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Page 64 

Cemetery companies. — 

Regulation. A cemetery company having a capital stock 
represented by shares, or which is operated for profit or for the benefit 
of others than its members, does not come within the exempted class. 
A cemetery company of which all lot owners are members, issuing 
preferred stock entitling the holder to a semi-annual dividend of 4 
per cent, and whose articles of incorporation provide that the pre- 
ferred stock shall be retired at par as soon as suflScient fimds are 
realized from sales and that all funds realized in addition thereto 
shall be used by the company for the care and improvement of the 
cemetery property, is within the exemption. (Reg. No. 45, Article 
516.) 

Page 64 

Religious, charitable, educational, etc., societies. — 

Regulation. The exemption applies only to a corporation or as- 
sociation. It does not include the case of a trust, under which the 
trustee is authorized to use the trust property for religious purposes. 
In order to be exempt the corporation or association must meet three 
tests: (a) it must be organized and operated for one or more of the 
specified purposes ; (b) it must be organized and operated exclu- 
sively for such purposes; and (c) no part of its income must inure 
to the benefit of private stockholders or individuals. 

(i) Charitable corporations include an association for the relief 
of the families of clergymen, even though the latter make a contribu- 
tion to the fund established for this purpose; or for furnishing the 
services of trained nurses to persons unable to pay for them; or for 
aiding the general body of litigants by improving the efficient admin- 
istration of justice. Educational corporations include an association 
whose sole purpose is the instruction of the public, even if it merely 
disseminates propaganda on a single question. Thus an association 
inculcating prohibition or protectionist principles is exempt. The 
same is true of an association to promote acquaintance with the 
Spanish language and literature, although it has incidental amusement 
features; of an association to increase knowledge of the civilization 
of another country; and of a Chautauqua association whose primary 
purpose is to give lectures on subjects useful to the individual and 
beneficial to the community and whose amusement features are inci- 
dental to this purpose. Societies designed to encourage the per- 
formance of first class orchestral music are not exempt, the purpose 
being merely to provide a high grade of entertainment. Scientific 
corporations include an association for the scientific study of law, to 
the end of improvement in its administration. 
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(2) Where a religious corporation owns a large quantity of farm 
land and works it, and also manufactures and sells clothing and other 
articles for profit, it is not operated exclusively for religious purposes 
and is not exempt, even though its property is held in common and 
its profits do not inure to the benefit of individual members of the 
society. 

(3) It does not prevent exemption that private individuals, for 
whose benefit a charity is organized, receive the income of the cor- 
poration or association. The statute refers to individuals having a 
personal and private interest in the activities of the corporation, 
such as stockholders. If, however, a corporation issues "voting 
shares," which entitle the holders upon the dissolution of the corpora- 
tion to receive the proceeds of its property, including accumulated 
income, the right to exemption does not exist, even though the by- 
laws provide that the shareholders shall not receive any dividend or 
other return upon their shares. (Reg. No. 45, Article 517.) 

Page 64 

Chambers of commerce^ etc. — 

Regulation. A busines league is an association of*persons hav- 
ing some common business interest, which limits its activities to work 
for such common interest and does not engage in a regular business 
of a kind ordinarily carried on for profit. Its work need not be simi- 
lar to that of a chamber of commerce or board of trade. An as- 
sociation engaged in furnishing information to prospective investors, 
to enable them to make sound investments, is not such a league, since 
its members have no common business interest, and it is not exempt, 
even though all of its income is devoted to the purpose stated. A clear- 
ing house association, not organized for profit, no part of the net 
income of which inures to any private stockholder or individual, is 
exempt provided its activities are limited to the exchange of checks 
and similar work for the common benefit of its members. An as- 
sociation of persons who are engaged in the business of carrying 
freight and passengers by boats propelled by steam, which is designed 
to promote the legitimate objects of such business, all of the income 
of which is derived from membership dues and is expended for office 
expenses and the salary of a secretary-treasurer, is exempt from tax. 
An incorporated cotton exchange, whose shares carry the right to 
dividends, is organized for profit and is not exempt. (Reg. No. 45, 
Article 518.) 

Page 64 

Civic leagues. — 

Regulation. A corporation having capital stock and possessing 
a charter which authorizes it to buy, improve and sell real estate is 
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organized for profit within the meaning of the statute and is not ex- 
empt from tax as a civic league or organization, even though it no 
longer exercises such powers for profit and is operated exclusively for 
the promotion of social welfare. (Reg. No. 45, Article 519.) 

Page 65 

Co-operative societies^ etc. — 

Regulation, (a) Co-operative associations, acting as sales 
agents for farmers or others, in order to come within the exemption 
must establish that for their own account they have no net income. 
Co-operative dairy companies not having capital stock, which are 
engaged in collecting milk and disposing of it or the products thereof 
and distributing the proceeds, less necessary operating expenses, 
among their members upon the basis of the quantity of milk or butter 
fat in the milk furnished by such members, are exempt from the tax. 
If the proceeds of the business are distributed in any other way than 
on such a proportionate basis, the company will be subject to tax. A 
farmers' association is not exempt from taxation where in account- 
ing to farmers furnishing produce for the proceeds of sales it de- 
ducts more than the necessary selling expenses incurred, (b) Co- 
operative associations acting as purchasing agents are not expressly 
exempt from tax and must make returns of income, but rebates made 
to purchasers, whether or not members of the association, in propor- 
tion to their purchases may be excluded from gross income in com- 
puting the net income subject to tax. (Reg. No. 45, Article 522.) 



CHAPTER III 

RETURNS 

Page 73 

The Establishment of the fiscal year. — 
Article 25, Reg. No. 45, apparently contemplates that the 
fiscal year shall be used by all persons reporting for 19 18 who 
keep their accounts on a fiscal year basis. The article provides 
further : 

Regulation A taxpayer shall make his return for the 

taxable year 1918 on the basis of his annual accounting period (fiscal 
or calendar year), even though a part of such accounting period was 
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included in a period for which he had previously made return. Thus 
an individual whose accounting period ended June 30, 1918, and who 
had previously made a return for the calendar year 1917, should make 
a complete return in accordance with the provisions of the statute for 
the twelve months ending June 30, 19 18. 

There is nothing in the regulations which would seem to 
limit the right to report on a fiscal year basis to persons en- 
gaged in business. 

Article 26 would appear to make it impossible for a tax- 
payer to take advantage of the intent of the law, because the 
regulations did not appear in time to enable a taxpayer to give 
notice 30 days prior to March 15, 1919, of his intention to 
report on a fiscal year basis. Obviously taxpayers whose fiscal 
years ended during one of the early months of 1918 would 
by this time be in default as to that part of their fiscal year 
which ended say prior to February 28, 191 8. It would seem, 
however, that in order to carry out its express policy of re- 
quiring reports for taxpayers' accounting periods, the Com- 
missioner will grant any reasonable request which will bring 
about the desired result, even though the time for notice of 
an intention to change has expired. Any taxpayer who wishes 
to change from a calendar year to a fiscal year basis and who 
desires to make the change for a part of the calendar year 
1 9 18, can probably secure permission to do so by writing to 
the collector. 

If an individual taxpayer has never made an income tax 
return and wishes to establish a fiscal period other than the 
calendar year, permission would probably be withheld until 
it was shown that for the calendar year during which permis- 
sion was requested there had been no net income between the 
first day of such calendar year and the date which the tax- 
payer selected for the beginning of his fiscal period. In most 
cases, therefore, when an individual wishes to commence to 
report on a fiscal year basis, it will be necessary to file a re- 
turn for the fractional part of the year commencing Janu- 
ary I, down to the date when the new fiscal year begins. 
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Page 74 

Establishment of the fiscal year. — Form 1040 was 
compiled to be used for the calendar year 19 18 only and is 
not adapted to the making of returns by individuals on the 
fiscal year basis. 

Page 75 

Return by new corporation. — Section 226 of the law 
provides: "If a taxpayer making his first return for income 
tax keeps his accounts on the basis of a fiscal year he shall 
make a separate return for the period between the beginning 
of the calendar year in which such fiscal year ends and the end 
of such fiscal year." 

This provision appears in the regulations under the caption 
"Returns when accounting period changed." It therefore 
does not strictly relate to the case of a new corporation which 
is not changing from one basis to another but which starts 
in business sometime during the calendar year and wishes to 
report on the fiscal year basis. 

In answer to an inquiry as to the method of reporting by 
a corporation which organized on October i, 1918, and which 
wished to establish September 30, 19 19, as its first fiscal period, 
Commissioner Roper on March 12, 1919, advised as follows: 
"If your books are kept on basis of a fiscal year ending Sep- 
tember thirtieth you should file your first corporate income tax 
return upon basis of such fiscal year ending in nineteen nineteen 
on or before December fifteenth, nineteen nineteen. No notice 
of date of close of fiscal year* required." This interpretation 
obviates any necessity for reporting a fractional part of the 
year when a new corporation does not wish to do so. 

Page 81 

Returns by minors. — Article 402, Reg. No. 45, now 
definitely requires a return from the minor who has any tax- 
able net income. 
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Regulation. An individual under 21 years of age or under the 
statutory age of majority where he lives, whatever it may be, is re- 
quired to render a return of income if he has a net income of his own 
of $1,000 or over for the taxable year. If the aggregate of the net 
income of a minor from any property which he possesses, and from 
any funds held in trust for him by a trustee or guardian, and from 
any earnings for his own use, is at least $1,000, a return as in the 
case of any other individual must be made by him or by his guardian 
or some other person charged with the care of his person or property 
for him. If, however, a minor is dependent upon his parent, who 
appropriates or may appropriate his earnings, such earnings are in- 
come of the parent and not of the minor for the purpose of the normal 
tax and surtax. In the absence of proof to the contrary a parent will 
be assumed not to have emancipated his minor child and must include 
in his return any earnings of the minor. (Reg. No. 45, Article 402.) 

The foregoing regulation does not say anything about the 
married minor. If such minor were married, while a return 
might be required if his net income were $1,000 or over, he 
would be entitled to the exemptions of a married person or of 
the head of a family. 

The latter part of the article which holds that a 
parent will be assumed not to have emancipated his minor 
child is reasonable, otherwise minor children with taxable in- 
comes might erroneously assume that they were not in- 
dividually responsible for making returns and the parent in 
turn might assume that as the minor had a taxable income, the 
latter was responsible for the making of return. 



Page 82 

Returns by fiduciaries.— It should be noted that fiduciaries 
must make full returns of information. 

Ruling. Is any other than a return of income required of a 
fiduciary ? 

Yes. Fiduciaries come within the provisions of Section 256, of 
the revenue act of 1918, and will be required to render to the Com- 
missioner of Internal Revenue a return of information, if, during 
the taxable year, any income has been paid to an individual, partner- 
ship, corporation, joint-stock company, etc., equal to, or in excess of 
^1,000. (Income Tax Primer, 1919, question 106.) 



Digitized by VjOOQIC 



INCOME TAX 993 

It should also be noted that a fiduciary must make returns 
not only for the estate for which he acts but must make a 
personal return for the deceased. 

Ruling. Is the duly appointed administrator of an estate of 
a deceased person who died during the tax year required to render 
a personal return for and in behalf of the deceased, and also his 
estate? 

If the net income of the deceased from January i of the year dur- 
ing which he died to the date of his death equaled or exceeded $i,ooo 
in the case of an unmarried person or $2,000 in the case of a married 
person, the administrator should file a personal return, executed on 
form 1040, for and in behalf of the deceased and a return executed 
on the same form will also be required of him for and in behalf of 
the estate, if it remains in process of administration and its net in- 
come from the date of the decedent's death to December 31 not prop- 
erly paid or credited to any beneficiary equals or exceeds $1,000. 

The administrator will be required to pay and will be held liable 
for any amount of tax which may be assessed against any such re- 
turn rendered by him. 

If the amount of net income properly paid or credited to any 
beneficiary equals or exceeds $1,000, a separate return on form 1041 
should be made covering such payments. 

If any portion of the net income of an estate during the process 
of administration is paid or credited to a non-resident alien bene- 
ficiary, a return is required, and the normal income tax of 8 per cent 
is to be deducted and withheld from so much of the amount paid 
or credited to such beneficiaries as was not derived from dividends 
from corporations subject to tax or which has been subject to with- 
holding of the normal tax at the source. A separate return on form 
1040 is also required for each non-resident alien beneficiary of such 
estates. (Income Tax Primer, 1919, question loi.) 



Page 83 

Returns of foreign interest and dividends. — It should be 
noted that schedule G, page 2, of instructions on form 1040, 
calls for a separate schedule. containing details of holdings of 
bonds of foreign countries or corporations and stock of for- 
eign corporations separated in the proper classifications and 
giving the amounts of income from each. 
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Page 83 

Annual Returns by Partnerships and Personal 
Service Corporations 

The time for filing partnership returns has been extended 
to May 15, 1919 (T. D. 2796, February 27, 1919). The same 
extension of time applies to returns of partnerships having 
a fiscal year ended on the last day of some month other than 
December in the year 19 18. This applies to partnerships 
which secured the extensions of time«in which to file returns 
(T. D. 2804, March 13, 1919). Form 1065 revised applicable 
to 191 8 returns has not yet been issued. This form is merely 
a return for information but it is of considerable importance 
as it specifies the shares of the earnings of partnerships and 
personal service corporations which are taxable to the in- 
dividual partners or stockholders. 

Article 624, Reg. No. 45, regarding the returns of personal 
service corporations is as follows: 

Regulation. Every personal service corporation must make a 
return of income, regardless of the amount of its net income. The 
return shall be on form 1065 (revised). It shall be made for the 
taxable year of the personal service corporation; that is, for its an- 
nual accounting period (fiscal year or calendar year, as the case may 
be), regardless of the taxable years of its stockholders. If the per- 
sonal service corporation makes any change in its accounting period 
it shall render its return in accordance with the provisions of Section 
226 of the statute and Article 431. The return of a personal service 
corporation shall state specifically (a) the items of its gross income 
enumerated in Section 213 of the statute; (b) the deductions enu- 
merated in Section 214 of the statute, other than the deduction provided 
in paragraph ( 1 1 ) of subdivision (a) of that Section; (c) the 
amounts specified in subdivisions (a) and (b) of Section 216 of the 
statute received by the personal service corporation; (d) the amount 
of any income, war profits and excess profits taxes of the personal 
service corporation paid during the taxable year to a foreign country 
or to any possession of the United States, and the amount of any such 
taxes accrued but not paid during the taxable year; (e) the amounts 
distributed by the corporation during its taxable year with the dates 
of distribution; (f) the names and addresses of the stockholders of 
the corporation at the close of its taxable year and their respective 
shares in such corporation; (g) such facts as tend to show whether 
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or not the corporation is a personal service corporation; and (h) 
such other facts as are required by the form. A personal service 
corporation which makes a return for a fiscal year beginning in 1917 
shall include therein all the facts required for the computation of in- 
come and excess profits taxes under title I of the revenue act of 19 16, 
as amended by the revenue act of 1917, and under titles I and II of 
the revenue act of 191 7. 

A personal service corporation whose fiscal year ends April 
30 will have made return for four months of 1918 under the 
excess profits tax law. It should apply for a refund of one- 
third of the tax paid, the receipt of which will adjust all taxes 
payable for the period prior to January i, 1918. As soon as 
form 1065 is available the corporation should file a return for 
the first four months of 1918. The return for its fiscal year 
ending April 30, 1919, will be due on or before July 15, 1919. 
If the stockholders of the personal service corporation re- 
ported for the calendar year, they should file amended returns 
for 19 18, including therein their respective shares of the earn- 
ings of the corporation for the first four months of 1918, as 
shown by the form 1065 and should omit therefrom the divi- 
dends, if any, received by them after January i, 1918, from 
the personal service corporations, if such dividends were de- 
clared out of earnings which accrued after January i, 1918. 
If the stockholders of the personal service corporation desire 
to make returns for a fiscal year ending April 30, they should 
immediately request permission to do so. Assuming that the 
permission is granted, they will file returns at once for their 
distributive shares of the corporation's earnings for the first 
four months of 19 18, and omit any income which was re- 
ceived or accrued or any expenses which were paid or in- 
curred between May i and December 31, 1918. On or before 
July 15, 19 19, the individual stockholders will file individual 
returns, including therein their distributive shares of *the 
earnings of the personal service corporation for the fiscal year 
ending April 30, 1919, together with all additional income 
or expenses applicable to their own fiscal periods ended same 
date. 
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Page 83 

Return by receiver of partnership. — Article 411, Reg. No. 
45, provides that "a receiver in charge of the business of a 
partnership shall make a return for it on form 1065 (^^~ 
vised)." This also would be in the form of a return of in- 
formation and would not be a return on which the tax would 
be directly assessed. It would, however, indicate the dis- 
tributive shares of the partners during the period covered by 
the receivership. When a receiver is appointed for a part- 
nership the same person is usually made receiver for each of 
the partners. 

Page 86 
Annual Returns by Corporations 

In view of the recent inability of the Treasury Department 
to furnish forms, the following is of interest: 

Regulation. Copies of the prescribed return forms will be fur- 
nished corporations by collectors. Failure on the part of any cor- 
poration liable to tax to receive a prescribed blank form will not, how- 
ever, excuse it from making the return. Corporations not supplied with 
the proper forms should make application therefor to the collector 
in ample time to have their returns prepared, verified and filed with 
the collector on or before the last due date. Each corporation should 
carefully prepare its return so as fully and clearly to set forth the 
data therein called for. Imperfect or incorrect returns will not be 
accepted as meeting the requirements of the statute. In lack of a 
prescribed form a statement made by a corporation disclosing its 
g^oss income and the deductions therefrom may be accepted as a 
tentative return, and if filed within the prescribed time a return so 
made will relieve the corporation from liability to penalties, provided 
that without unnecessary delay such a tentative return is replaced by 
a return made on the proper form. (Reg. No. 45, Article 626.) 

Page 86 

Returns by corporations. — The following regulations cover 
the returns by various classes of corporations. There is no 
change in past procedure. 

Regulation. Every corporation not expressly exempt from tax 
and ctery personal service corporation must make a return of income, 
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regardless of the amount of its net income. In the case of ordinary 
corporations the return shall be on form 1120. For returns of insur- 
ance companies see Article 623; of personal service corporations see 
Article 624 ; of foreign corporations see article 625 ; and of affiliated 
corporations see Section 240 of the statute and Articles 631-638. A 
corporation having an existence during any portion of a taxable year 
is required to make a return. A corporation which has received a 
charter, but has never perfected its organization, and which has 
transacted no business and had no income from any source, may 
upon presentation of the facts to the collector be relieved from the 
necessity of making a return so long as it remains in an unorganized 
condition. In the absence of a proper showing to the collector such 
a corporation will be required to make a return. A corporation 
which was dissolved in 19 18 or 19 19 prior to the enactment of the 
present statute is not relieved from the necessity of rendering returns 
thereunder for 1918 and for such portion of 1919 as elapsed before 
its dissolution. (Reg. No. 45, Article 621.) 

Page 86 

Corporation defined. — On March 17, 1919, the United 
States Supreme Court reversed the decision of the United 
States Circuit Court of Appeals in the case of Malley v. 
Crocker, which had held Massachusetts trusts to be associations. 
The court said: **The trust that has been described would 
not fall under any familiar conception of a joint-stock associa- 
tion, whether formed under a statute or not It seems 

to be an unnatural perversion of a well known institution of 
the law." 

Page 87 

Returns by receivers.— 

Regulation. Receivers, trustees in dissolution, trustees in bank- 
ruptcy, and assignees, operating the property or business of corpora- 
tions, must make returns of income for such corporations on form 
1 120, covering each year or parts of years during which they are in 
control. Notwithstanding that the powers and functions of a cor- 
poration are suspended and that the property and business are for 
the time being in the custody of the receiver, trustee or assignee, sub- 
ject to the order of the court, such receiver, trustee or assignee stands 
in the place of the corporate officers and is required to perform all 
the duties and assume all the liabilities which would devolve upon 
the officers of the corporation were they in control. A receiver in 
charge of only part of the property of a corporation, however, as a 
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receiver in mortgage foreclosure proceedings involving merely a 
small portion of its property, need not make a return of income. (Reg. 
No. 45, Article 622.) 

Returns of foreign corporations. — 

Regulation. Every foreign corporation having income from 
sources within the United States must make a return of income on 
form 1 120. If such a corporation has no office or place of business 
here, but has a resident agent, he shall make the return. It is not 
necessary, however, for it to be required to make a return that the 
foreign corporation shall be engaged in business in this country or 
that it have any office, branch or agency in the United States. (Reg. 
No. 45, Article 625.) 

Pages 89 and 344 

Consolidated returns. — In connection with preparation of 
consolidated returns the following regulations are of interest 
as indicating the usual accounting procedure which is followed 
in the preparation of consolidated balance sheets and also set 
forth the requirements of the Department. 

Affiliated corporations: invested capital. — 

Regulations. The invested capital of affiliated corporations for 
the taxable year is the invested capital of the entire group treated as 
one unit operated under a common control. As a first step in the 
computation a consolidated balance sheet should be prepared in 
accordance with standard accounting practices, which will reflect the 
actual assets and liabilities of the affiliated group. In preparing such a 
balance sheet all intercompany items, such as intercompany notes and 
accounts receivable and payable, should be eliminated from the assets 
and the liabilities, respectively, and proper adjustments should be 
made in respect of intercompany profits or losses reflected in in- 
ventories which at the beginning or end of the taxable year contain 
merchandise exchanged between the corporations included in the 
affiliated group at prices above or below cost to the producing or 
original owner corporation. Such consolidated balance sheet will 
then show (a) the capital stock of the parent or principal company 
in the hands of the public; (b) the consolidated surplus belonging 
to the stockholders of the parent or principal company; and (c) the 
capital stock, if any, of subsidiary companies not owned by the parent 
or principal company, together with the surplus, if any, belonging to 
such minority interest. In computing consolidated invested capital 
the starting point is furnished by the total of the amounts shown 
under (a), (b) and (c) above. This total must be increased or 
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diminished by any adjustments required to be made under the provi- 
sions of sections 325, 326, 330 and 331 of the statute and articles 
811-818, 831-869, 931-934, and 941 of the regulations, except as other- 
wise provided in articles 865-868. (Reg. No. 45, Article 864.) 

Affiliated corporations.— 

The provision of the statute requiring affiliated corporations to 
file consolidated returns is based upon the principle of levying the tax 
according to the true net income and invested capital of a single 
business enterprise, even though the business is operated through 
more than one corporation. Where one corporation owns the capital 
stock of another corporation or other corporations, or where the 
stock of two or more corporations is owned by the same interests, a 
situation results which is closely analogous to that of a business main- 
taining one or more branch establishments. In the latter case, be- 
cause of the direct ownership of the property, the invested capital 
and net income of the branch form a part of the invested capital and 
net income of the entire organization. Where such branches or units 
of a business are owned and controlled through the medium of sepa- 
rate corporations, it is necessary to require a consolidated return in 
order that the invested capital and net income of the entire group 
may be accurately determined. Otherwise opportunity would be 
afforded for the evasion of taxation by the shifting of income through 
price fixing, charges for services and other means by which income 
could be arbitrarily assigned to one or another unit of the group. In 
other cases without a consolidated return excessive taxation might 
be imposed as a result of purely artificial conditions existing between 
corporations within a controlled group. (Reg. No. 45, Article 631.) 

Pages 89 and 344 

Consolidated returns.^ 

Affiliated corporations, as defined in the statute and in Article 
633, are required to file consolidated returns on form [120. The con- 
solidated return shall be filed by the parent or principal corporation 
in the office of the collector of the district in which it has its principal 
office. Each of the other affiliated corporations shall file in the office 
of the collector of its district form 11 22, along with the several sched- 
ules indicated thereon. The parent or principal corporation filing a 
consolidated return shall include in such return a statement specific- 
ally setting forth (a) the name and address of each of the subsidiary 
or affiliated corporations included in such return, (b) the par value 
of the total outstanding capital stock of each of such corporations at 
the beginning of the taxable year, (c) the par value of such capital 
stock held by the parent corporation or by the same interests at the 
beginning of the taxable year, (d) in the case of affiliated corpora- 
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tions owned by the same interests, a list of the individuals or partner- 
ships constituting such interests, with the percentage of the total out- 
standing stock of each affiliated corporation held by each of such 
individuals or partnerships during all of the taxable year, and (e) 
a schedule showing the proportionate amount of the total tax which 
it is agreed among them is to be assessed upon each affiliated cor- 
poration. (Reg. No. 45, Article 632.) 

When corporations are affiliated. — 

Corporations will be deemed to be affiliated (a) when one cor- 
poration owns directly or controls through closely affiliated interests 
or by a nominee or nominees substantially all the stock of the other 
or others, or (b) when substantially all the stock of two or more 
corporations is owned or controlled by the same interests. The 
words "substantially all the stock'* shall be deemed to mean 95 per 
cent or more of the outstanding voting capital stock (not including 
stock in the treasury) at the beginning of and during the taxable 
year. When the stock ownership falls below 95 per cent, but is in 
excess of 50 per cent, a full disclosure of affiliations shall be made, 
and if it appears that the taxes cannot be equitably assessed in such 
cases on the basis of separate returns, consolidated returns may be 
required. The words "by the same interests" shall be deemed to 
mean the same individual or partnership or the same individuals or 
partnerships, but when the stock of two or more corporations is owned 
by two or more individuals or by two or more partnerships a con- 
solidated return is not required unless the percentage of stock held 
by each individual or each partnership is substantially the same in 
each of the affiliated corporations. (Reg. No. 45, Article 633.) 

Change in ownership during taxable year. — 

When one corporation owns substantially all the stock of another 
corporation at the beginning of any taxable year, but during the 
taxable year sells all or a majority of such stock to outside interests 
not affiliated with it, or when one corporation during any taxable 
year acquires substantially all the capital stock of another corpora- 
tion with which it was not previously affiliated, a full disclosure of the 
circumstances of such changes in ownership shall be submitted to the 
Commissioner. In accordance with the peculiar circumstances in 
each case the Commissioner may require separate or consolidated 
returns to be filed, to the end that the tax may be equitably assessed. 
(Reg. No. 45, Article 634.) 

Pages 89 and 344 

Corporation deriving chief income from government 
contracts. — 

In the case of any affiliated corporation organized after August 
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I, 1914, and not a successor to a then existing business, 50 per cent 
or more of whose gross income consists of gains, profits, commissions, 
or other income derived from a government contract or contracts 
made between April 6, 1917, and November 11, 1918, both dates inclu- 
sive, the net income and invested capital of such corporation shall be 
taken out of the consolidated net income and invested capital of the 
group of affiliated corporations and the corporation so segregated 
shall be separately assessed on the basis of its own invested capital 
and net income, the remainder of such affiliated group being assessed 
on the basis of the remaining consolidated invested capital and net 
income. (Reg. No. 45, Article 635.) 

Domestic corporation affiliated with foreign cor- 
poration. — 

A domestic corporation which owns a majority of the stock of a 
foreign corporation shall not be permitted or required to include the 
net income or invested capital of such foreign corporation in a con- 
solidated return, but for the purpose of Section 238 of the statute a 
domestic corporation which owns a majority of the voting stock of 
a foreign corporation shall be entitled to credit in respect of any in- 
come, war profits or excess profits taxes paid (but not including taxes 
accrued) by such foreign corporation during the taxable year to any 
foreign country or to any possession of the United States upon income 
derived from sources without the United States in an amount equal 
to the proportion which the amount of any dividends (not deductible 
under Section 234) received by such domestic corporation from such 
foreign corporation during the taxable year bears to the total taxable 
income of such foreign corporation upon or with respect to which 
such taxes were paid. But in no such case shall the amount of the 
credit for such taxes exceed the amount of such dividends (not de- 
ductible under Section 234) received by such domestic corporation 
during the taxable year. A domestic corporation seeking such credit 
must comply with those provisions of subdivision (a) of Article 383 
which are applicable to credits for taxes already paid, except that in 
accordance with Article 611 the form to be used is form 11 18 instead 
of form 1 1 16. (Reg. No. 45, Article 636.) 

Consolidated net income of affiliated corpora- 
tions. — 

Subject to the provisions covering the determination of taxable 
net income of separate corporations, and subject further to the elimi- 
nation of intercompany transactions, the consolidated taxable net 
income shall be the combined net income of the several corporations 
consolidated, except that the net income of corporations coming 
within the provisions pf Article 635 shall be excluded. In respect of 
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th€ statement of gross income and deductions and the several sched- 
ules required under form 1120, a corporation filing a consolidated 
return is required to prepare and file such statements and schedules 
in columnar form to the end that the details of the items of gross 
income and deductions for each corporation included in the consolida- 
tion may be readily audited. (Reg. No. 45, Article 637.) 

Pages 89 and 344 

Different fiscal years of affiliated corporations- 

In the case of all consolidated returns, consolidated invested 
capital must be computed as of the beginning of the taxable year 
of the parent or principal reporting company and consolidated income 
must be computed on the basis of its fiscal year. Whenever the fiscal 
year of one or more subsidiary or other affiliated corporations differs 
from the fiscal year of the parent or principal corporation, the Com- 
missioner should be fully advised by the taxpayer in order that provi- 
sion may be made for assessing the tax in respect of the period prior 
to the beginning of the fiscal year of the parent or principal com- 
pany. (Reg. No. 45, Article 638.) 

The foregoing regulations refer to consolidated returns as 
covering the operations theoretically of a single business enter- 
prise. It should be kept in mind that the law requires that cor- 
porations which are affiliated shall make consolidated returns 
without any regard whatever to the character of business con- 
ducted by the various corporations which are owned by the 
same interests. Therefore, if a holding company owns the 
stock of a street railway and also owns the stock of an oil com- 
pany, or if corporations conducting any such dissimilar busi- 
nesses are controlled by the same interest, Section 240 (a) re- 
quires that consolidated returns be made. 

It will be noted that the holding or principal corporation 
makes return on form 1 120 and each of the other affiliated cor- 
porations uses form 1122. It should be noted that when stock 
ownership is below 95 per cent but in excess of 50 per cent, a 
disclosure of affiliations shall be made. After such disclosure 
the regulations would seem to indicate that a consolidated re- 
turn will or will not be required, based on the decision of the 
Commissioner. The Commissioner must be guided by a rea- 
sonable interpretation of the phrase in the law ''owns or con- 
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trols substantially all the stock." The ownership of 51 per cent 
of the stock of a subsidiary might be sufficient to control the 
subsidiary but if the remaining 49 per cent were held by en- 
tirely different interests, it is not likely that income or expenses 
could be shifted to the detriment of the government. 

Pages 89 and 344 

When fiscal years of holding and affiliated com- 
panies DO NOT coincide. — It sometimes happens that a hold- 
ing company has established a fiscal year which differs from 
that of one or more of its subsidiaries. This usually happens 
only in the case of newly formed holding companies and rarely 
continues for more than a short period of time, as it is prac- 
tically impossible to prepare a consolidated balance sheet or 
earnings statement unless the fiscal periods of all the companies 
are exactly the same. The following decision permits amended 
returns to be filed in order that the operations of the whole 
group may be reduced to a common basis. 

Regulation. In any case where an affiliated corporation has 
made its income tax return on the basis of a taxable year different 
from that on the basis of which a consolidated excess profits tax re- 
turn in which it is included has been made under the provisions of 
Articles yy and 78 of Regulations No. 41 and of T. D. 2662, an 
amended income tax return may be made on the basis of the same 
taxable year as the consolidated return, even though notice was not 
given within the time prescribed in Articles 211 to 215, inclusive, of 
Regulations No. 33 (revised) or in Regulations No. 45. In such a 
case an amended income tax return shall also be made for any unac- 
counted for portion of the corporation's taxable year. 

Collectors of Internal Revenue may accept amended returns made 
under the provisions of this Treasury Decision. (T. D. 2805, March 
14, 1919-) 

Page 90 

Consolidated returns of net income. — Section 240 
(a) of the law specifically provides that all taxes shall be com- 
puted and determined upon the basis of the consolidated re- 
turn. It sometimes happens that earnings of a holding com- 
pany and its subsidiaries are not sufficient within certain 
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periods to cover the dividends paid during such periods. In 
computing invested capital such a contingency might result in 
the reduction of the invested capital of one of the group. By 
consolidating the net income of all affiliated corporations, there 
will be no reduction in the invested capital after the expiration 
of 60 days following the end of the taxable year, provided the 
combined earnings of the group are sufficient to pay the com- 
bined dividends. 

Page 97 

Extensions of Time for Filing Returns 

Regulation. By Treasury Decision 2796, the time for filing cer- 
tain classes of returns which are not the basis for an assessment of 
tax, was extended to May 15, 19 19, and the time for filing returns by 
partnerships and corporations having a fiscal year ended on the last 
day of some month (other than December) in the year 1918, and 
which had secured extensions of time in which to file returns, such 
extensions not having expired, was further extended to March 15, 
1919. 

In view of the fact that necessary forms are not yet available, a 
further extension to May 15, 1919, is hereby granted all such partner- 
ships. Individual members of such partnerships, as in the case of 
partnerships filing on the basis of the calendar year, will be required 
to include in their individual returns their distributive shares of the 
earnings of such partnerships (ascertained or estimated) and pay 
at least one-fourth of the tax due on March 15. (T. D. 2804, March 
13, 1919.) 

Regulation. Because of the fact that it will be impossible to put 
into the hands of taxpayers residing or located in the Territory of 
Alaska the blank forms and instructions prescribed by this department 
for the use of taxpayers in making returns pursuant to the new rev- 
enue act in time for such returns to be filed on or before the due date 
— March 15, 1919 — an extension of time to June 15, 1919, is hereby 
granted to all taxpayers living or residing temporarily in the Terri- 
tory of Alaska. This extension shall not be construed as extending 
the payment of the second instalment due June 15, 19 19, and subse- 
quent instalments, therefore two instalments will be due June 15, 
1919. (T. D. 2810, March 21, 1919.) 

Page 97 

The general extension of time to April 29, 1919, to all in- 
dividuals and corporations who made payment of one-fourth 
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of the amount of their tax on or before March 15, 1919, was 
predicated upon the theory that a tentative return had been 
made and that in effect no extension of time was granted but 
the taxpayer was merely given 45 days within which to com- 
plete the tentative return. This so-called extension should not 
be confused with the 30-day extension which collectors are in 
all cases empowered to grant whenever in their judgment such 
time is actually required for the making of an accurate return. 
This applies only in cases of sickness or absence. If before the 
end of the 30 days it is found that an accurate return cannot 
be made, an appeal for a further extension is not made to the 
collector but to the Commissioner, who will not grant the fur- 
ther extension unless a clear showing is made that a complete 
return cannot be made by the end of the 30-day period. The 
Commissioner will grant no further extension thus requested 
beyond the original due date of the second instalment of the 
tax, which date in the case of returns for the calendar year 
1918 would be June 15, 1919. 

The foregoing provisions are, however, very considerably 
modified by the further statement in the regulations that if a 
complete return cannot be made at that time (June 15), the 
facts must be submitted to the Commissioner for further 
action. It is entirely reasonable that all taxpayers' returns 
which can be filed within the time provided by law should be 
filed without delay. It is, however, important to bear in mind 
that Section 227 (a) of the law specifically empowers the Com- 
missioner to grant extensions of time up to six months. When 
taxpayers actually need the time they get it. As the Commis- 
sioner is required to administer the law equitably and cannot 
penalize taxpayers who use due diligence in attempting to 
comply with the law, the principal difficulty occurs when tax- 
payers neglect to apply in advance for extensions of time. 
When a taxpayer applies for a 60-day extension and at the 
end of 62 days requests further time, it is entirely reason- 
able for the Commissioner to notify such taxpayer that the 
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penalties for failure to file the return will be imposed, unless 
good cause to the contrary is shown. If a few days prior to 
the expiration of the 6o-day period the taxpayer were to in- 
form the Commissioner that the return would not be ready 
by the due date, that the utmost expedition had been shown 
in an attempt to prepare it and that a further period of time 
was required, the extension would certainly be granted. 

The Commissioner has stated that he proposes "to employ 
every means available so that the scales of justice may be 
held evenly in deciding each case." It would be absurd to 
impose the same conditions upon all taxpayers alike. The 
individual and corporation with no special problems can 
readily make returns within 75 days after the end of their 
taxable years. On the other hand there are corporations 
with ramifications extending all over the world which have 
never before or since the existence of the federal income tax 
laws been able to close their books within a 75-day period. 
The Department has never dealt harshly with the latter class 
of taxpayers. It does, however, very properly require that 
when additional time is required, it shall be asked for in due 
season and sound reasons given for the request. 

Page 97 

When taxpayers live abroad.— Section 227 (a) of the law 
provides that the six months' limitation does not cover the 
case of taxpayers who are abroad. American citizens re- 
siding abroad, who because of war conditions have not been 
able to file their returns for past years, may take advantage 
of this provision and if good cause is shown, will secure the 
necessary permission. (See T. D. 2581, page 643.) 

Page q8 

Extension of time for filing 191 9 returns. — 

Regulation. In view of the delay in the final passage of the rev- 
enue act of 1918 and of the preparation of the forms required there- 
under, an extension of time to include May 15, 1919, is hereby granted 
for the filing of returns of information (forms 1099 and 1096), fidu- 
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ciary returns (form 1041), annual withholding returns (form 1042, 
accompanied by form 1098, and form 10 13) returns of partnerships 
which are required to file returns on the calendar year basis, and all 
other returns which are not the basis for the assessment of the tax. 

This decision shall not be construed as relieving taxpayers from 
filing returns which serve as a basis for assessment, even though the 
person making the return is not taxable thereon, nor as relieving 
beneficiaries, partners and stockholders of personal service corpora- 
tions from including in their personal returns their distributive share 
of the income accruing to the trust or estate or the partnership or 
personal service corporation, whether distributed or not. 

Partnerships and corporations having a fiscal year ending in 1918 
which have secured extensions of time which have not expired are 
hereby granted an extension of time to March 15, 1919, for the filing 
of such returns. When the returns are filed, two forms should be 
used and two computations made, one showing on the return form 
used for 19 17 the tax calculated on the whole income for the entire 
period under the provisions and at the rates prescribed by the act of 
September 8, 1916, and the act of October 3, 1917, the other showing 
on the form for 1918 the tax on the whole income for the entire period, 
calculated under the- provisions and at the rates prescribed by the 
revenue act of 1918. The tax due will be the sum of so many twelfths 
of the first amount as there are months in 191 7 covered by the return 
and of the second amount as there are months in 1918. 

In view of the disturbed conditions abroad and the consequent 
interference with the usual channels of communication, an extension 
of time for filing returns of income for 1918 and subsequent years is 
hereby granted in the case of alien individuals actually living beyond 
the boundaries of the United States and corporations, or their proper 
representatives in the United States, and of American citizens resid- 
ing or traveling abroad, including persons in military or naval service 
on duty outside the United States, for such period as may be neces- 
sary, not exceeding 90 days after proclamation by the President of 
the end of the war with Germany. In all such cases an affidavit must 
be attached to the return, stating the causes of the delay in filing 
it, in order that the Commissioner may determine whether the failure 
to file the return in time was due to a reasonable cause and not to 
wilful neglect. If the showing justifies the conclusion that the failure 
to file the return in time was excusable, no penalty by way of addi- 
tion to the tax will be imposed, except interest as provided by the 
statute. (T. D. 2796, February 27, 1919.) 
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PRINT BELOW TAXPAYER'S NAME AND ADDRESS 



AMOUNT PAID 



Date. 



(V» b* Mrtwtd bar ««9tgr<r4 



No 

(T» b* «Bt«nd hy C oll n ter.) 



CoO»ctur of Inttm^ JSmmum, 



The aoiount stated bekm is remitted herewith in payment oi not less than one-loortli of the estimated amount of the inccmc tax 
for 19i8 of tbe indiridxial whose name and address appear at the head of thfll form. 

An extension of days in the time aUowed for filing a completed return is requested. 

It is not possible to file a comjdeted return on or belwe March 16, 1910, for the following reasons: 



Estimated amount of tax 

Amount of remittance herewith: 



ChMkordnft. 


MoMTonbr. 


Cnrreney or coin. 




ibtai: 


S 




S 




S 




S 




» 





AFFIDAVIT 

I BWXAR (or affirm) that the foregoing is a fair estimate of the total amount of the income tax for 1918 <rf the ixuiivkiual whose n*""* 
and address appear at the head of this form, and that the above-stated reasons why a completed' return can not be filed on <« before 
March 16, 1919. are true. 



Sworn to and sub- \xi.- 
scribed before me /**"»• 



.day of. . 



.,19., 



(Name ol offieer.) 



OOoial MpMitjr.) 



( AddNM of ladhrldwl ori«ak) 
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INDIVIDUAL INCOME TAX FOR 1918 

AND 

REQUEST FOR EXTENSION OF TIME FOR nUNG RETURN 




Not exoeeding $10,000 
or not ozoeeding one 

or both, in the diB^ 


COLLECIOR miSI 
ACCOMPAIIT 




PROn- BELOW TAXPAYER'S NAME AND ADDRESS 




cretion of the oourt, 
and, in addition, SO 
per oent of the tax 
evaded. 


THETAXPATER'S 
COMPLEIED 




F« FUiiif to Hake 
!•!«•• TkM. 
Not more than $1,00(L 
and, in addition, 25 
per eent of the 
amount of tax due. 


RETURN 
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Date.. 



No.... 
(Tob* 



Hw amOimt itated below is remitted hecefwith in payment of not leas than one>f ourth of the estimated amount <tf the im 
for 1918 of the individnal whose name and address i^pear at the head of this form. 

An ezteosion of days in tihe time allowed for filing a completed return is requested. 

It is not possible to file incompleted return on or before March 15, 1919, fOT the following r 



t of tax $. 

Amount of remittance herewith: 



GbMk«rdn(t. 


MoMTonkr. 


Comnororoaiii. 




Totd. 


« ^ 




• 




$ 




s 




$ 





COLLECTOR'S APPROVAL 

In consideration of the filing of this tdntative.retam and the payment of not less than one-fourth of the estimated an»)unt of the tax, 
and for the reasons stated above, the time' for filing the completed letum of the taxpajrer whose name and address appear at the head 

of this form is hereby extended, by anthority of the Commissioner of Internal Bevenue, untfl 



If the ronittance aoconqianying this tentative return exceeds one^ourth of the tax as computed on the completed return, the 
excess wiU be credited against the balance remaining to be paid. If the remittance is less than one-fourth of the tax, the balance 
doe, with interest at the rate of six per cent per annum from March 15, 1919, must accompany the comideted return. U the amount 
paid coEoeeds the total tax as shown by the completed return, the excess will be refunded. 



Date.. 



CoiUetor of Internal Retentte. 



.District of. . 



1009 
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An wrtenrinn of daye in the time aUowed for filing a coo q ileted retan ie nqoeeted. 

It ie not poenble to file a completed return on or before Match 16, 1019, for the folkminc leaaooa: 



. 






Amount of remittance her 


$ 


ewith: 


OMkflrdnfl. 


IfaMjr^onkr. 


CoiMmrarMla. 


OMtUMtMOfiMhbMMii. 


TvtaL 
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S 




S 




% 
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The underrigned, president and treasurer, ren)ectively, of the corporation whose name and address wpear at the head of this 
form, being severally duly sworn, each fw lumseu deposes and says that the foregoing is a fair estimate m the tola] amount of the 
faioome, war^profits, and excess-profits taxes oi the said corporation for the period stated aboTe, and that the above-stated reasons 
why a completed return can not oe filed on or before March 15, 1019, are true. 

Sworn to and sub-\ *i,- j^., ^ jg 
scribed befdre me/***" ^^^ '**•••• 
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COMPLETED 

RETURN 
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PtlMT BELOW TAXPATEI'S HAME AND PtWCIPAL PUCE OF BUSINESS 




cretion oi the court, 
and, in addition, 50 
per cent of the tax 
evaded. 

FsrFaflfafftoHab 

Not mote than $1,000, 
and, in addition. ^ 
per eent of the 
amount of tax due. 



No... 
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CsJbcfor of tnimmal Rmaonam, 



The amount stated below is remittied herewith in payment of not lees than one^ourth of the estimated amount 

profits, and access-profita turn for the year aided 

whose name and addresa •PPM' *t the head of this form. 



of the inccmie, war- 
of thee 



An eztenaion of days in the time allowed for filing a comj^ted return is 

It is not possible to filQ a completed return on ot before March 16, 1910, for the following r 



NoTC.— A parent company may make a tentative return and pay the first installment of the tax on behalf <^ all Ha subsidiaries 
without apportioning the tax among than until the completed return is filed. 



Estimated amount of tax 

Amount ci remittance herewith: 



GbMkordnft. 


MoMyonkr. 


CurraDeyorooin. 


Cntifioate of iattebtodtiaik 


TolaL 
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S 
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COLLECTOR'S APPROVAL 

In eonaideration of the filing of this tentative return and the payment of not lees than one-fourth of the estimated amount of the tax. 
and for the reasons stated above, the time for filing the completed return of the taxpayer whose name and address appear at the heaui 

of this form is hereby extended, b^ authority of the Commissioner of Internal Revenue, until ^ 

If the remittance aooompaoymg this tentative return exceeds one-fourth of the tax an computed on tiie completed return, the 
excess will be credited against the balance remaining to be paid. If the remittance is less than one-fourth of the tax, the bslancedue. 
with interest at the rate of six per cent per annum nom March t5, 1919, must accompany the completed return. If the amoxmt paio 
exceeds the total tax as shown by the completed return, the excess will be refunded. 



CoUedor of Internal Revenut. 
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Taxpayers who did not make tentative returns on. March 
15, 191 9. — It is stated that many taxpayers neglected to pay 
the first instalment due March 15, 1919, and thereby lost the 
privilege of the 45-day extension of time within which to 
complete their returns and also thereby lost the privilege of 
paying their tax in four instalments. The Commissioner on 
March 17, 1919, announced that the privilege of paying in 
instalments was irrevocably lost, as the law [Section 250 (a)] 
provides that the first instalment must be paid at the time 
fixed by law for filing the return unless an extension has 
been granted and further states that if any instalment is not 
paid when due the whole amount of tax unpaid shall become 
due and payable upon notice and demand by the col- 
lector. The Commissioner, however, announced that some 
degree of leniency would be granted to those who have some 
legitimate reason why they failed to file their returns when 
they were due. This further statement was made: 

Revenue collectors will accept all delinquent returns presented 
after March 15, and deposit any payment made therewith. Under 
law failure to make first payment by March 15 automatically makes 
the whole tax payable immediately. Taxpayers filing income returns 
subsequent to March 15, therefore, must pay in full, but if the tax- 
payer submits a partial payment he will be notified of the balance due 
later in the regular procedure of listing and sending notices. In ref- 
erence to the penalty of 25 per cent additional tax for all delinquents, 
the policy will be to proceed sympathetically in accordance with the 
regulations permitting the taxpayer, if he desires, to file an affidavit 
within ten days explaining the cause of delinquency. 

In another official statement the policy of the Department 
is more definitely explained : 

Specific penalty will not be asserted if delinquent 

RETURNS are FILED BY MaY I, OR BY MaY 1 5, IQIQ. 

In view of the delay in the final passage of the revenue act of 
19 1 8 and the short period allowed for filing returns thereunder, it has 
been decided that if a return is filed on or before May i, 19 19, by an 
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individual, partnership or corporation under the provisions of such 
act, the specific penalty of $1,000 will not be asserted. 

Where returns of income are filed after the date mentioned above 
or where returns of information at the source are filed after May 15, 
1919, the specific penalty will be asserted unless it can be shown 
that the delay was due to a reasonable cause, and offers in com- 
promise will be accepted in the minimum amounts stated below: 

Delinquent returns of income by individuals $5.00 

Delinquent returns of income by corporations 10.00 

Delinquent returns of information 5.00 

Of course it must be borne in mind that the above does not relate 
to cases where there is evidence of wilful intent or hostility toward 
the administration of the law. Such cases will be taken care of in 
the same manner as heretofore. (Mim. 2077, signed by Commis- 
sioner Daniel C. Roper, and dated March 13, 1919.) 

Page loi 

Examinations to Ascertain Correctness of Returns. — 
On March 10, 1919, the Commissioner issued an appeal 
to taxpayers, asking the support of the honest man to "aid 
the Commissioner in bringing into camp the tax slackers.'' 
It has been stated that the greatly enlarged staff of the Com- 
missioner has formulated plans for going after every in- 
dividual who from outside appearances should have a taxable 
income, but who has not filed any return at all or whose 
return as filed does not indicate the net income which such 
person would reasonably be supposed to have. In other 
words, it will be assumed that a person who is living at the 
rate of, say, $10,000 a year, will have a net income of at 
least that much and it is proposed to examine books and 
records of all such persons. 

Page 103 

Use of returns in legal proceedings. — 

Regulation. If the return of a corporation is desired to be used 
in any legal proceedings other than those to which the United States 
is a party, or to be used in any manner by which any information con- 
tained in the return could be made public, the application for permis- 
sion to inspect such return or to furnish a certified copy thereof shall 
be referred to the Attorney General, and if recommended by him 
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transmitted to the Secretary of the Treasury. (T. D. 2016, April 18, 
1914, approved by the President July 28, 1914.) 

Page 104 

Inspection of returns of corporations. — 

Regulation. The returns of the following corporations shall be 
open to the inspection of any person upon written application to the 
Secretary of the Treasury, which application shall set forth briefly 
and succinctly all facts necessary to enable the Secretary to act upon 
the request: (a) the returns of all companies whose stock is listed 
upon any duly organized and recognized stock exchange within the 
United States, for the purpose of having its shares dealt in by the 
public generally; (b) all corporations whose stock is advertised in 
the press or offered to the public by the corporation itself for sale. 
In case of doubt as to whether any company falls within the classi- 
fication above, the person desiring to see such return should make 
application, supported by advertisements, prospectus, or such other 
evidence as he may deem proper to establish the fact that the stock 
of such corporation is offered for general public sale. Returns can 
be inspected only in the office of the Commissioner of Internal Rev- 
enue, in Washington, D. C. In no case shall any collector, or any 
other internal revenue officer outside of the Treasury Department in 
Washington, permit to be inspected any return or furnish any in- 
formation whatsoever relative to any return or any information se- 
cured by him in his official capacity relating to such return, except 
in answer to a proper subpoena, in a case to which the United States 
is a party. (T. D. 2016, April 18, 1914, approved by the President 
July 28, 1914.) 

Page 109 

The 50 per cent penalty. — In viev^ of the notice by the 
Commissioner that *'tax slackers" are to be severely dealt with, 
it should be noted that in addition to all other penalties there 
will be added to the tax an additional 50 per cent thereof. 
As to what constitutes a false return will depend on the cir- 
cumstances of each case, but it is reasonable to suppose that 
the wide publicity during the last year given to all income tax 
matters will put the burden of proof upon every citizen who 
makes an understatement and when it is found that there has 
been failure to report income it will be much more difficult 
than heretofore to claim ignorance of the law. 
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Compromise of taxes and penalties. — It would appear from 
the regulations that the power of the Commissioner to com- 
promise covers all amounts due for taxes and penalties. 

Regulation. The Commissioner, with the advice and consent of 
the Secretary of the Treasury, may compromise any civil or criminal 
case arising under the internal revenue laws instead of commencing 
suit thereon, and with the advice and consent of the Secretary and 
the recommendation of the Attorney General may compromise any 
such case after suit thereon has been commenced by the United 
States. Accordingly, the power to compromise extends to (a) both 
civil and criminal cases; (b) cases whether before or after suit; and 
(c) both taxes and penalties. Refunds can not be made of accepted 
offers in compromise in cases where it is subsequently ascertained 
that no violation of law was involved. See further Sections 3229 and 
3469, and Sections 5292 and 5293 (as amended by the act of Febru- 
ary 27, 1877), of the revised statutes. (Reg. No. 45, Article ion.) 

For announced compromise for failure to file returns, etc., 
see page 1013. 

A letter, similar in content to the following, suitably 
modified if the delinquent was a corporation, has been used in 
the past by the collectors in charging taxpayers with delin- 
quency and in notifying them of their privilege to submit offers 
in compromise. 

Sir: Your return of net income was not received in this office until 

, thereby involving you in liability to a specific penalty of not 

less than $20.00, or more than $1,000, under the act of , in addi- 
tion to the 50 per cent additional tax which will be assessed and col- 
lected. 

The provisions of the act are mandatory, and no excuse or ex- 
planation can be accepted, except a showing that a complete or tenta- 
tive return was in fact mailed in time to have reached this office, or 
a Deputy Collector, in the ordinary course of business on or before 
March i, 

However, before instituting proceedings in court for the imposition 
of the specific penalty, I am directed to call your attention to the pro- 
visions of Section 3229, revised statutes, which reads in part as fol- 
lows : 

"The Commissioner of Internal Revenue with the advice and 
consent of the Secretary of the Treasury, may compromise any 



Digitized by VjOOQIC 



I0l6 INCOME TAX PROCEDURE SUPPLEMENT 

civil or criminal case arising under the internal revenue laws 
instead of commencing suit thereon, . . . ." 

Should you desire to take advantage of your privilege under this 
section and to submit an offer in compromise, the amount offered 
should be forwarded promptly to this office in the form of cash, pos- 
tal money order, or certified check which can be cashed without cost, 
payable to my order, accompanied by an affidavit substantially in the 
following form: 

"To the Commissioner of Internal Revenue : 

I hereby solemnly swear (or affirm) that my delinquency in 

filing return of net income as required by the act of , was 

not due to any intent to violate the law or evade taxation, but 
was due to (here insert, concisely and clearly, the reason for 
delay) . 

Desiring to compromise my liability I hereby tender the sum 

of $ , which I request be accepted in compromise of the 

specific penalty only." 

To be signed and sworn to before a deputy collector, notary, or 
other officer authorized to administer oaths. 

This affidavit will then be forwarded by me, together with the 
sum offered, to the Commissioner for consideration, and you will be 
notified by him of his acceptance or rejection of your proposal. In 
the latter event, you may increase your offer, if you so desire. 

Page no 

Interest on penalties.— It should be noted that the specific 
penalties, that is, those of not more than $10,000, are col- 
lectible only by suit. What are known as ad valorem pen- 
alties are assessed and collected as a part of the tax, increase 
tax accordingly and interest thereon commences to run on 
the increased amount. 

Regulation. A penalty of not more than $1,000 attaches for 
failure punctually to make a required return, whether of income, 
withholding or information, or to pay or collect a required tax. If 
the failure is willful, however, or an attempt is made to defeat or evade 
the tax, the offender is liable to imprisonment and to a fine of not 
more than $10,000 and costs. See also the act of July 5, 1884. In 
addition to these specific penalties ad valorem penalties are imposed . 
in various cases. An ad valorem penalty is assessed and collected 
as a part of the tax, while a specific penalty is recoverable only by 
suit. (Reg. No. 45, Article 1041.) 
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When specific penalties will not be sued for. — In view of 
the extraordinary conditions now existing it is believed by 
some that many taxpayers have subjected themselves to pen- 
alties. Under the circumstances it may be of interest to re- 
produce instructions to collectors regarding the imposition of 
the specific penalties and the attempt to recover same by suit. 

Ruling. Liability to specific penalty attaches upon all delinquent 
returns and is recoverable by suit. By Section 3214 R. S. the Com- 
missioner of Internal Revenue may or may not institute suit. It has 
been decided not to institute suit nor to assert specific penalty in cer- 
tain cases. The assertion of specific penalty does not depend upon 
the fact of whether or not the 50 per cent addition to tax has been 
assessed. In some cases where the 50 per cent addition to tax must 
be assessed because the return was filed after notice from the col- 
lector, the specific penalty will not be asserted. It will not be as- 
serted, regardless of whether the 50 per cent addition to tax has been 
assessed, in cases falling under any of the following designations: 

1. Extension granted. Where a return is filed within the thirty- 
day period of extension granted by the collector or within a further 
period of extension granted by the Commissioner of Internal Revenue, 
as provided by Section 14 (c) of the act of September 8, 1916. 

2. Return on time. Specific penalty will not be asserted upon an 
amended return provided the original return was filed within the 
prescribed time. 

3. Mailed in time. Where an affidavit is filed satisfactorily estab- 
lishing that the return was placed in the mails in ample time to reach 
the collector's office in ordinary course of mails before the close of 
business on the final day for filing. 

4. Tentative return. Where an informal return was filed within 
the time prescribed. The return of a parent company including 
therein the income of a subsidiary company will be accepted as a ten- 
tative return of the subsidiary company if the fact is stated that the 
tentative return includes the income of the subsidiary. 

5. Filed in wrong district. Where the return was filed in some 
other collection district within the prescribed time. 

6. Net income under $3,000. Where it develops that the net in- 
come of an individual for 1913, 1914, 1915 or 1916 was less than 
$3,000, or under the act of October 3, 191 7, for 191 7, etc., less than 
$1,000 or $2,000. 

7. Erroneous information. Where the delinquency is alleged to 
be due to erroneous or misleading information given by officials or 
employees of the Internal Revenue Service and there is no evidence 
in conflict therewith. 
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8. Organization incomplete. Where it is established that the or- 
ganization of a corporation, joint-stock company or association,, or 
insurance company was not completed until after the expiration of 
the period for which the return should have been filed. 

9. Death. Where by reason of the death of an individual his re- 
turn for the year or portion of the year prior to his death is not filed 
within the time prescribed. The death of a delinquent abates liability 
to specific penalty. An administrator or executor is charged with the 
duty of rendering a return for the decedent, and if he is appointed in 
ample time to make the return prior to March i and fails to do so, he 
should be charged as delinquent and the specific penalty should be 
asserted against him. The administrator or executor will not be re- 
lieved from specific penalty unless the return is made within a rea- 
sonable time after his appointment. 

10. Severe illness or unavoidable absence. Where it is clearly 
established that the delinquency in the filing of a return of an indi- 
vidual or of a corporation within the time prescribed was due to 
severe illness of the individual or of an officer of a corporation whose 
duty it was to prepare or sign the return, or to unavoidable absence 
from place of business or place of abode. 

11. Absence from the United States. Where it appears that the 
filing of a return within the time prescribed was rendered impossible 
by reason of absence from the United States. Delinquency beyond 
the period of extension which may be granted by the Commissioner 
of Internal Revenue will not be excused under this heading. 

12. Military or naval service of United States. Where the de- 
linquency of an individual was occasioned by service in the military 
or naval forces of the United States. 

13. Not organized for profit. Comprehends numerous small cor- 
porations not organized primarily for profit, such as local telephone 
companies, co-operative purchasing societies, etc., concerning whose 
liability under the law to make a return there may have been a rea- 
sonable doubt. 

14. Inactive corporations. Those which transacted no business 
and had no income during the return year. 

15. Fiscal year. Corporations which have established a fiscal 
year in the manner prescribed by law which file a return on or before 
the first day of. the third month following the close of the fiscal year. 

16. Assigned. Where corporations have made an assignment on 
account of insolvency and do not intend again to engage in business. 

17. Insolvent Where the assets of a corporation are insufficient 
for the payment of its debts and the corporation has ceased to do 
business. 

18. Charter forfeited. Where, prior to the date when the return 
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was due, the charter of a corporation is forfeited on account of non- 
compliance with state laws. It must be clear, however, that business 
in the name of the corporation was suspended at the time of such for- 
feiture. If business was continued under the same name, the con- 
cern will be held to be an association and the same liabilities will 
attach as if the charter had not been forfeited. 

19. Defunct. Where corporations are out of business, have no 
assets, maintain no organization, and the purpose for which organized 
has been abandoned. 

20. Dissolved. Where all the assets of a corporation have been 
distributed. 

21. Sale. Where corporations have disposed of all their assets 
and property by sale to other corporations, firms, or individuals and 
business is no longer carried on under their charters. 

22. Consolidated, merged or succeeded. Where corporations 
have terminated their existence as represented by these terms and it 
appears that no assets or property remain in the name of the retiring 
corporation. 

23. No assets. Includes all corporations having no assets from 
which to submit an offer in compromise. 

In cases not included in any of the above classes, the specific 
penalty will be asserted, and if the delinquency was not due to an in- 
tention to delay the administration of the law the minimum amount 
which will be accepted in compromise is as follows: 

$5.00 in the case of an individual or withholding agent. 
$10.00 in the case of a corporation, joint-stock company or asso- 
ciation, or insurance company. 

These amounts will be considered insufl&cient and will not be 
accepted in any case where it appears that a taxpayer was intention- 
ally violating the provisions of law, and purposely delaying the filing 
of the returns. In all cases where revenue agents or other examin- 
ing officers discover that any individual has an appreciable taxable in- 
come and the examining officer is of the opinion that the individual 
knew or should have known that he was required to make a return, 
he should make a recommendation as to the minimum amount which 
should be accepted as an offer in compromise, and where the intent 
to evade tax is plain he should recommend prosecution. Special atten- 
tion should be called to cases of individuals having a taxable income 
who have failed to file returns for a number of years. 

In the case of delinquent returns filed pursuant to the provisions 
of Section 2 of the act of October 3, 1913, specific penalty will not be 
asserted if the case comes under any of the above designations, nor 
against taxpayers or withholding agents specifically relieved from 
specific penalty by the proviso contained in Section 18 of the income 
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tax law of September 8, 1916, as amended by Section 1209 of the act 
of October 3, 1917, which reads as follows: 

"Provided, That where any tax heretofore due and payable has 
been duly paid by the taxpayer, it shall not be re-collected 
from any withholding agent required to retain it at its source, 
nor shall any penalty be imposed or collected in such cases 
from the taxpayer, or such withholding agent whose duty 
it was to retain it, for failure to return or pay the same, un- 
less such failure was fraudulent and for the purpose of evad- 
ing payment/' 

Furthermore, specific penalty will not be asserted against tax- 
payers delinquent in filing returns for 1913, nor against corporations, 
joint-stock companies or associations or insurance companies delin- 
quent in filing returns for prior years, unless it appears beyond a rea- 
sonable doubt that there was an intent on the part of the delinquent 
to violate the provisions of law. The specific penalty cannot in any 
case be asserted after five years from date of delinquency, and no 
recommendation with respect to penalty in such cases need be made. 
The minimum amounts mentioned above will be accepted in compro- 
mise of liability to specific penalty for each of the years 1914 and 
191 5, as well as for 1916, except where there was an apparent intent 
to violate the taxing act, in which case the offer must be increased in 
a substantial amount. 

In the case of every delinquent return, the collector should secure 
a statement from the delinquent of the cause of delinquency, which 
should be attached to and made a part of the return, together with 
delinquent card. If the delinquent is not relieved from specific pen- 
alty by clearly falling within one of the classes enumerated in this 
mimeograph letter, or if he fails, upon request, to file a statement of 
the reason for delinquency, the specific penalty should be promptly 
asserted and the delinquent advised of his privilege to submit an offer 
in compromise. If the collector is of the opinion that the delinquent 
should be relieved from the specific penalty under the provisions of 
this mimeograph letter, he should note on the delinquent card "Re- 
lieved under Mim. No. 1675." 

In all cases of delinquency discovered by revenue agents and other 
examining officers, if the delinquency falls within a period for which 
the penalty can be asserted, such officers should secure from the de- 
linquent a sworn statement setting forth the reason for delinquency. 
This statement should be attached to the return forwarded to the 
collector. The examining officer should state in his report the alleged 
reason for delinquency and if he is of the opinion that the minimum 
amount should not be accepted as an offer in compromise of liability 
to specific penalty, he should make a recommendation as to the mini- 
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mum amoimt which should be accepted. Consideration will be given 
such recommendation by this office in accepting an offer in compro- 
mise. In forwarding offers in compromise on form 656 collectors 
should call attention to revenue agents' reports, if any, in which the 
non-acceptance of the minimum amount as an offer in compromise is 
recommended. The statement or affidavit attached to the return set- 
ting forth the reason for delinquency is not in lieu of the affidavit 
required to be attached to form 656. (Mimeograph Letter to Col- 
lectors No. 1675, November 3, 1917.) 
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CHAPTER IV 

RATES, COMPUTATION OF TAX AND PAYMENT 

Page 114 

Surtax on the sale of mineral deposits. — It should 
be noted that Section 211 (b) reads as follows: 

Law. Section 211 (b) In the case of a bona fide sale of 

mines, oil or gas wells, or any interest therein, where the principal 
value of the property has been demonstrated by prospecting or ex- 
ploration and discovery work done by the taxpayer, the portion of the 
tax imposed by this section attributable to such sale shall not exceed 
20 per centum of the selling price of such property or interest. 

Regulation. Where the taxpayer by prospecting and locating 
claims, or by exploring and discovering undeveloped claims, has 
demonstrated the principal value of mines, oil or gas wells, which 
prior to his efforts had a merely nominal value, the portion of the 
surtax attributable to a sale of such property or of the taxpayer's 
interest therein shall not exceed 20 per cent of the selling price. Ex- 
ploration work alone without discovery is not sufficient to bring a case 
within this provision. Shares of stock in a corporation owning mines, 
oil or gas wells do not constitute an interest in such property. To de- 
termine the application of this provision to a particular case, the 
taxpayer should first compute the -surtax in the ordinary way upon 
his net income, including his net income from any such sale. The 
proportion of the surtax indicated by the ratio which the taxpayer's 
profit from the sale of the property bears to the sum of his total 
income plus the general deductions not chargeable against any par- 
ticular item of gross income is the portion of the surtax attributable 
to such sale, and if it exceeds 20 per cent of the selling price of the 
property such portion of the surtax shall be reduced to that amount. 
(Reg. No. 45, Article 13.) 

Page 115 

Special rates on transportation companies under 

government control. 

Regulation. The act to provide for the operation of transpor- 
tation systems while under federal control, for the just compensation 
of their owners, and for other purposes, of March 21, 1918, authorizes 
the President to agree with carriers for their just compensation and 
provides : 
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Every such agreement shall provide that any federal taxes 
under the act of October third, nineteen hundred and seventeen, or 
acts in addition thereto or in amendment thereof, commonly called 
war taxes, assessed for the period of federal control beginning Janu- 
ary first, nineteen hundred and eighteen, or any part of such period, 
shall be paid by the carrier out of its own funds, or shall be charged 
against or deducted from the just compensation; that other taxes 
assessed under federal or any other governmental authority for the 
period of federal control or any part thereof, either on the property 
used under such federal control or on the right to operate as a car- 
rier, or on the revenues or any part thereof derived from opera- 
ation (not including, however, assessments for public improvements 
or taxes assessed on property under construction, and chargeable 
under the classification of the Interstate Commerce Commission to 
investment in road and equipment), shall be paid out of revenues 
derived from railway operations while under federal control; that 
all taxes assessed under federal or any other governmental author- 
ity for the period prior to January first, nineteen hundred and 
eighteen, whenever levied or payable, shall be paid by the carrier 
out of its own funds, or shall be charged against or deducted from 
the just compensation. 

Accordingly, in the case of transportation corporations while under 
federal control five-sixths of the tax for the calendar year 19 18 and 
four-fifths of the tax for each calendar year thereafter shall be paid 
by the carrier out of its own funds or deducted from its just com- 
pensation, and the remainder of the tax shall be paid out of revenues 
derived from railway operations while under federal control. (Reg. 
No. 45, Article 504.) 

Illustrations of returns. — On the following pages are 
shown illustrations of returns under varying conditions. 
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ni««kA«*int 


INDIVIDUAL INCOIffi TAX RETURN 


D» Ml write faHbipM 


DEUVER OR SEND 
THIS RETURN 


FIRST PAYMENT 
$ 


WITH PAYMENT 

TO COLLECTOR OF 

INTERNAL 




FOR NET INCOMES OF NOT MORE THAN $5,000 
For CiJendar Year 1918 




(riillirtHm, ) 


REVENUE ON OR 

BEFORE 
MARCH IS, 1119 




PRINT NAME AND ADDRESS PLAINLY BELOW 


_ 




DETACH AMD CEEP 




CAfll CHECK ■. 0. 


WORK SHOT 




AMD msnucnoii 

SHOT 




bmlmiVr 









1. Didyoa 2. ITm, wfaataddrHi 

mtkmmf' didjoaniTtoa 

tamforlOin tiMAntumT.. .. 

S. Towfaftteol- 
netor'toflBM 



ft. W««7oainl018 
muried asd Ihrins 

»(orhiiiiE«Mi)r. 



Gh* munlMr. if aaj, iMiiPMd to 
TW far 1017 (r ft dooi not AppMT 
m a ddw allwad of return 



6. U not, mnjm tho hMul of a 
fftmOy M deifiMKUn i 



8. U joackiuAuj»ddrakNMl«m 



under "Figmnal Eaen^itioar''. 



eounl Of dMModmt penooi otber than yoor tneome neared, or ' 

qjuldwn, i^nt wm their wUtJonahip to youT ■hows inoome acanied 



7. Hoirmaayd«ModflDtiMmMiaidarl8(or 
■MntaO^ or phyrieaOj dd<wtm) reeahrod 
thair chief mpport from ]roo during 1018?. . 
0. Wnto "R" tf th« letnm afaowa 
j ncome nenred, or "A" if it 



10. Did joor wife (or luiabaad} or 
minar difld make a aepaiato retomT . . 



Of ao, given 



BandaddrmetlMreoii.) 



11. Didjoaorjoarinle^r^riMn^or 
depeodent minor omldnD noaire 
aaj intareet oo U. 8. lAar^ Boodi^ 
or anjr aabry not reported deewbere 
inthttretumorinaaepantoratunir . , 
(If eo. gire aoureee and amounta.) 



12. Enter name and addnaa <rf eadi 
organiwtion to whidi you made 



tfona, and amount paid to eaeh. 



13. Enter in thia taUe detaile ooncerniog repain, wear and tear, and proper^ loeaea, claimed aa deducUona in Schedulea A, E, and I 
oft' page 2 of return (aee inatructiona] !; 



wsnsu 



dutfCMioff — 



TSTF 



-5t> 



t. SiadofBnpwtgr. .S.TMr 
kl of wfiah coMtiWDC " 



I. MM). 



8. BaMinnot 
oflMl7«lai0M . 
torvMTMidtMr 



r.AawmtpM- I S. Amo—I ti 



CALCULATION OF TAX 



■. RtliMMM AewB «■ fSftZ; itai J . . 
lt.lmfiiMlMtliie(— iMfcediiaVl) 

0. BdMM (ieeMM lasay* at C%) . . . . 



DtMimniiwi: 



■it«uabbBtia%. 



P. Ta «»(•%« 
Q.LM«amrita>d2%« 

K.BdMMdtaz4M 

S. AMaetdtaxpaUce 



AFFIDAVIT 

I awear (or affirm) that thii return, to the beet of my knowledge and belief, ia a tme and complete atotement fd ail taxaUe gaina, 
profita, and inoome reorired by or accrued to me (<v the pernnfOT whom thia return ia made) during the yeto 1018, and that aUdeduo* 
tk»a entered or dafaned herein are allowable under the law. 



(Untonita 
Swum to and anboeribed before me thia. . 



..day of. 



1024 



<■■■•««• of iadMdMJ or asMl.) 
' UddM of bdMdMj'oc*«iMi.) 
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DGnUCnOHS FOR FILLING DIPIVIDUAL mCOMETAX RETURN FOR NET INCOMES OF NOT MORE THAN $S,MQ 



L BOW TO DBCDB WHETHR TO MAKE A BETUKN. 

L GtfMbtojmBaliaMaMbgriObciBpMBSoftteirarkdNMMondiV 
to pagi S •! «k« teitHMtfoM. 

S. A4A «k» BH UeoBt «( f«w wilt (or bfHbM^ ad ihpMikBl BriDor old- 
Amw II Mv* «■*•»* a* Ptomdid in pwwnpk 4. 

t. TiM total fuiiariBeoB*.Mbaktoil Id MeonfaoMwUhprncniilMlMdl; 
■wt b« Nportod. «ilk«r in your nton or la • npanto nton bgr wife (or lka»> 

i0if 



• flfaminaror: 



1. AOCRUID OR KBCBVBD mOOME. 

1. UyMkMpboohadMwiatiaMNMaMnwdawlniMBMiMwnddarini 
tttorcar.adtojnNrntanfeoBfvarbookifcbal do MS M to todnd* aB yoa 
MooA cwB if n ii Mi4 antand IB yow DoohiL 

a. MjmidoMlkMpbookaAoirfiwlDaQiMMaraadaMlaipM 



«. H yM npett Ueona aeanwJ. yoa mval iadn^ aD iaeooa « 
to Xnr tal «M BO* laeaHrad aMtt M18. oriMi te «M npafMd in Ih* 9«w^ 



4. Vyvaiepoitfai 



• ntolvwl yoa BHl teotoda aD tosc 



■. RBCEPTS EXEMPT FROM TAX. 

«laana of i«M^ an MMnpC fnmi inoonM tai. aad aaad not ba 
Hpartad oa paaa S of tba itoom: 

1. Fv. Ml iiiiiirnm tUOH, tor.aatha Hnrioa to tha mOtoiy awl Wfal 
fonai of tt» UmMmI Stotoa. 

Sl OHto tool aadaMB oaarfdanttoB lor airvisnNadHad>aadiMa«raad 
pnpartr Mqafavd «ndar a iHH or bgr mbatltoBoa (bnt tha toooBM darivod faoa 
MMV or pmMctr laealvMl by litl. «ai. or tafaNttoaao h toiabb aMl mws ba 

of tba Unitod Stotaa kMwd baioaa 



ipiito«.?Orti»Biao.oie.). 
f. Iatom*oaboadaawlottMrobfica«ioaaofBtoUt.URitaii«.poMtiflalaiib- 
)hMattiea.eeiiiitlaa. awl towMbtpa). awl cha Diatriol of 



t. la iwi H OB firfwal Fann Loaa bowia. 
7. PtofaadaofBfetopinuMsepolMiaapaid 
t. AmooBta faoatrad by tha faMand nadar life 



to. Tka 
«ka total! 

t. 



bjr wfaieh tba total pajTBMBta 4bB» hava beta fooatrad an 
to ia iBoooM aad toBM ba nportod to 8«hadaia O. 



IV. 

ff yon «• a fanaM, «•« tram tfca ooOaotor aad flil out a "SdMdoia of Wkim 
hiiiiwi aril Fill --" TVaarfw tfca aat torn iaaooM to Baa SI of SAadab 
Aollhaiotan. RvoK toaooM faon adarioa. laala. iatataat, nlaa of propactr. 
atfc. totiiaJalM B to Q of tba wto«. 8Md yoor Miodala of Fami laooaM 
■Id ■wMM vltb tba ntan to tta aoUaotor. 



V. PmOO TO BE COVERED BY RE'IURML 

1. T«« ■Mtoiaport yoor aai iaooi^a for tha «aloadar yoar Itlik amp^ OBdir 
tha aMdMlaaa atatod to paracraph t. 
S. H yoBawaaiapMiiabtMtoaaiaadkaapbouhaotaaaoimtvUAaMiica* 



g the pwiod faom Jaaoary 1. WIS. to tba date oa 
vMehyaa ikaidyoarbooba. aad thaieaftor for aaih period of Umoatha. 

t. If yoa aaka^ ntara Cor a paH of the eakadar year IMS, yoar p na oaa l 
•M^itioa itoB baMDtoay twdftha of tha amooat that voidd be allowed far 
a IM year M thwe are moatba to tfca period aovaied b]r the ratam. 

«. Tha dataa oo wfaiefa toe period eetered by the raton beftoi aad aa^ if 
flhv tkw tha aalawtor yMt I»U» ■«! be piatoly alatod a* tha head of tha 
atom: ^aMtoqaiarioaegtd.aadT— itba<ttoafarthatpatied;aadtha 
it Mto ba a h aage d aow i d hn ly. 



VL PERSONAL AND FAMB.Y EXEMPHON. 

L Myaonetoaaaniad aad Btod with year wile (or hMhand) arm 
toally to ItU. yoa BMv sobtraet faon yaor aalfaaoMk batoaa aakg 



rlStor 
ttfyorphyiieal|ydrfeetfr>a)a hoi eu d »a d Maeld rf Ba ppuHhwaf ea. U 



aal by both) or nay be divided betweaa ttom. 

t. MyeaweieaefaaniedordMaetBtreerithwito(orha*Mid)MMlw 
harf of a iaodir to If Ifl^ yoa aia eatMed to a peceoael aaMptlfB of tUX» pine 
taOOfareaihdep«Mka*paMBiiwhrU(ora . _ . . 



vHoM darivapartof tha 



who nerved toieUaf a 

S. Ifyoawereeatidadtoaavof toefar«aiB«aaB 
yeer oalft yoa aaay dafaa m laaay taetttfaa of toe o i a m ptlaBa alatod aa there 
w«M BMBtfia to aaeh part of toe year. Aay part of a awath aaay ba roaatid 
aaasMath. 

4. ThapMaoaaloriaiiiilyeieniptioaaBMirtbaiaportedoalaaW.pagal.et 
tha lalara. aad nuito ba aappertad by aaMfon to qaaetloM 0k «; 7. ad & 

& A"hHrfofiaiiiily''feape(aaBwhofethe«Urfa^ppartofoaeoraBHap»' 
aoaa Mac to Ito hewhoU. who aia ehMly lelalad to Uaa lor tor) by btood. 



VH. WHEN TO USE FORM 1040 DOIEAO OP TMS FORM. 
Toa anat aiaka yoar letam oa Form 10«0> 
to) IfyowaatiaeoaialeovertS/lOa 

(b) IfthaaettoeomefepartedtothbiecameaaeediflOOOaiidtheaalIra 
tomlly oMaptiaa haa baea eWiBHl to a awamto ratan aada by atfa lor baa- 
bMd). 

(a) U tola foaadoaaaot provide for iB toe faato yoa tera to topato (ah fto 
efnHnpli>,ityomoeBivoiaeoiaefaoaapartBweldporpMaoaalairHeeee«piMa 
tow wito a Seeal year iailiac partly to 1017 aad partly to If U». 




by the penoa wboaa toaaaw to a 

r ariMa he ia m. abawl from Iha oantey. 

to wMA owe <he Utii lapiMaatallfa er iW may 

t. The oath wM ba atlwIaietirH wUhet e^«e by aay ■elleator or dapaty 
aoDaotor of totoraal levaana, or Of yoa are to the aaOltafy or BBval aarviea of the 
Uailad Stataa) by aay arfhtary or aaral oAoer who h aothoriaed to admfatotar 
aofarfHtaryoraafaHMKieaaadadmlatoliatiuB Uoalator^ 

rieaa 

pobHe, JoaOae of tile peaee. or other p 

DC WHEN AND WHERE THE RETURN SHOULD BE SENT. 

8aad year letam to the eotteetor of lataiaal leveaae lor toe dUMet to wUA 

yoalveorhavayoarplaaeof boaiaaoBeothatitwiO laakh hha oa or batora 

Marah IS. lOlf . If toe addieaa of toe eoOeotorfeaot girted oa toe ntwa and 

yoa da aot kaow It. a* at the poet oOee or baak. 

X. WHEN AND TO WHOM THE TAX MUST BE PAD. 

1. 11iatoiahoaklbepeld.if poaaible.byaaadiasorbcii«lacwltothenlam 
a eheek ormoaey ordar drawa to thoMdar of " OoOeotor of latoraalltoraaM ak 
^Mart aama of ally aad Blatal." 

t. Doaotaaadoaahthroi^toamailorpoylltopamoBaiaaptakthaoMaa 
of tha eoBeetor or a nculaily eatablkhed totanal levaaoa ataa9 oOm' 

S. Alleaatoaa4aaithof toataziadaeattheeaaiettoMthattolanlambdaa. 

4. Aa addMoaal amoaat aofflalaal to biiv the total paymaeto vp to aaa- 
todl of the tax to dae ea or baCpio Joae 15. lOtf. 

f. Aa addltioaal aawaal aofflaiaal to biiv the total pi^iaaato IV to ftoaa* 
toortha of tha tax fe daa oa or baCom Saptaaibar 15. 1010. 

e. The aallra nmaiadar of the tax b doe oo or baCom Daeanbar 15. Iflf. 

7. U aay payaaat to aol aMda whaa due, a paaahy of 5 par eeal. of tha 
waeaal daa bal aapald win ba toeunad. Tha aatlie aapald balaaaa of the 
las win aim baeoeae dae 10 daya aflar daaaaad tharafar by the eoOeetar. 

8. If yoa pay to eaah. do aol toU to fat a laeaipl al tha tine of p 
M yog pey by aheak or a 



XL fenalubs. 




NM BMMO thaa tLOOa aad. to addldoB. S5 par eeat. of the aatfl 

far BialUai to Pay Iks Whaa Doa. 
Ilva par eeal. of the aaoaat oapaid. phm I par aaal tatoaaak IqSr'aMb M 
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INSTRUCTIONS FOR niXlNG IN TAXABLE INCOME 



A. INCOME FROM BUSINESS OR PROFESSION. 



te) flab of awtkaadM. oral pfodwtoolBarafMtwIa&WMliw 

of tkhlkMl.) 

(k) Bwfa i mrrtoiu mak m tr — i»o rtM >oo. Ho w w. h— d wlng . 
md fwtMr«D« MTviM. Itwt sad nn«t Mrvteo. otc. u yoa own tte 
— . if yo * y fH" ! *^ ** "** h oi n wi — aa ■■ piny ii, wport toot o 

(•) Apr 
«iyo«rowi._ 
taiahwMtB. 

, la ••Mral, ivport la 8«lMd«k A our IMOOM In tho Mniac of wUoh yoa 

• Mr labor, not. •««. Do aot r ' .- .^. — 

alMfriotto 



uoh aa BMdMaa. law. or daaliatty. if yoa praetioo H 
If yoo ar» iwpioy ■ J oo a aalaiy, wport yoor aalaiy 



Mratio 



aot ranort bar* partaanUi 
I, whi«h ahoold be aatarad t 



orproluof pc ^ 

or dividMida fraa otbrr oorporatiooa, wbieb ahoaM be aotOTMl nadat K. 

If yoa are a fanaar (or a fam owaartantiac your fam to aaotbar pan 
•■ aiana^. eater OB Uao 21 your act ioeooM ffon f annlac aa abowB by yo 
**flaiad«la of Farm laeona aad Eipiaaaa." 

I3ai of baaiaaas.— Bator - 



If yoa baap booka abowiac iaeooM aeemed. report aneh ioeoaie laaload of 
oaab raeehrod, aad report eip ea aee iaeorrad iaetead of iiponia paid. 

laeoaa raeehred fraa aalo of laada. buJIdiaoe. eq u ipmeat. etoeka, booda. 
aad otber p ro per ty aot daakiaae a b u ei n eanabonld be reported uaderP. 

a ten boafayaa or jwofaaalea.— Report tbe total 



(Mbar bailMMdafaottaw.— Do MS fa 
or turaiturr. aapaadhiiraa for permaiwa 

■viae aad family iijimh Do aot dad 

. ^^-,_-^ ^ aalaiy or w^aa far r 

oaloH theee iteoa ara iael 



It la yoor 
leea of : 
BorO. 



:i:£us 



De^Mt iaeioda 'tana niiiiii a^antmi tTa i<nr«f atlS 
.. iaarana tba ▼ateaof tba property anaand. ai ' 
Federal UMoma tana. 



or Btbar 
nadaSM- 



br fbo. etorm. tbeft, ote.. aot oompeaaated for by 
wke.aadforwhlehaoelaimforiBaaTBaniapai " 
tioM ia table, poaa 1 of tbe reton, Item IS. 

Do aot ebdm dapraeiatioa er looan oa artMn tbat bavo 
yoor laToatocy at 4 flam refleatiac tbe redoethn la Table. 

Bad dobta.--Report bare oaly debta ariaia« fro m aaiaa tba* if jbpaa 

npOV^itQ M InDOflMe WBMB DAW DMB a90MM|]r IMFOVM to DO WOnolHA 

aad bare beea ohMfed off wltUa tbe year. 

Otbere gp eaaa a . D o aot iaehido yoor pa ia oaa l •i aaa pti on bare. TUala 
to be roportad M Item N. 

naf loaa.— U tba aot ooat of node aold pha otbar bniaan axpaoin la n 
■ n ew of the total amooat of aaha aad lueoroe from bn ai a en 
aa nio ea. report tba diffareaee aa a km by uiiiic red iak or a a 



B. INCOME FROM SALARIES. WAGES. COMMISSIONS. BONUSES. DIRECTOR'S FEES, AND PENSIONS. 



Nary 



aa. ate., at • rale Ian tbaa tl AW par ai 
liaa. 



-^ _ta.fiOaforaoli««aerviniaaaAnay«r 

mHI. paragrapb 1. oo tbo otbar aide of tUa AnO: 

no bi aay eonv e aaeot Maak ipaee oa tba retoia. Doaot. 

enmpooa bera. 



C INCOME FROM PARTNERSHIPS. PERSONAL SERVICE CORPORAtlONS. AND ESTATES AND TRUSTS. 



Baport yoor aban (wbetbar reoehrad or aot) ia tbe profha of tba paitaar- 
aUp or pamaal aervin eorporatioa or ia tba iaeoaa of eatata or tmat Of 
plaeed to yoor aredit). aot iaehidiBc tbe part of aneh abare that oooaiated of 
divldaBda oa atoafc of onttnur eorporatiooa (to be ioeluded in Item K), la- 
taraat oa obMcatioaa of the UnitedSUtee (eee queetioa 11). or (ia tbe ean 



otor oorpora( 
Report in 8el 



truata) intaraat oa oorpo r atio a boada oontaiidat a ta^fm 
D which a tax of S per oent wm paid (or will be pdd) by tbe 
^tion (to be included in Item F). 
ihedute B aalary received from partaeiahip or pareonal aarrlm 



D. PROFIT FROM SALE OF LAND. BUILDINGS. STOCKS. BONDS. AND OTHER PROPERTY. 



Un tbia aabadule for an aaln of laal aetata, aad for aaln of other property 
tbat yoo do aot deal ia aa a bniaan. 

Sat of fr»iartr.r- Deeeribe tba proporty aa daAaitaly m yoa eaa ia a 
word or two. aa "nna.** "bouaa.** "lot,'* "atoeka." "boada." 

Sola i rfc a. B ut e tba aetaal eenideratioa or priea. or.ta ana of aa a»> 
•haaga. tb» fair BMffcot vahie of the property lOMtrcd. 

Coat.— Eater the oridnal coat of the property or. mtwnaeqaired below 



Marob 1, 1013. ita lair market vahie oa that date. Bzpaaan laeldwtal to 

"~ ne may be included ia tlie eoat if aeror elainted in iaoomo tai va- 

laotioaa from incooM. Bnteriaeolama7theanMiaBtafwaaraad 



tear (dmtaeiatioa) or depleuoa anataiaed iian Marob I, IMM (ordaeedata 
oCaMSStioaifaubeequeattoMarobl. 181S). (TMa Ja a dadaetioo faom 
eoet. tboufh treated for ooavenieaee aa aa addltioo to the aale prtee.> 

Loaaaa.r— It tbe total of oohuaaa 8 and 6 la in ezeeea of the total of oobn 
4 aad 7, report tbe (ttffereoee n a low by u4n( red ink or a miaoa aica. 



E. INCOME FROM RENTS AND ROYALTIES. 



Caab or a a aie a laa t r a c a l Ta 
VMtal badaTbat paid tba ran 
of tba raat aa laeoan lor tbe 



aaiaD. 

a taaaat raatad yoor p ro p a itr oa a ei 

Ape or other property, lapiort the amoi 

year iawUeb you n • ^ ^^ 



Wear. tear, ropaiw.aad a r o p ar t y l anaa. fln iai 
■bora. Explaia in Item U. pace 1. of the return. 



iiiaiimiliwMfoff flBhadiilaA 



iacunad or oon tia aed to 



d a^nt local beaefita ofa Uod 



r. lirrEUST0NC0IP0RAT10NB0NDSC0NTAINlNGTAX.FREEC0VENANT. ON WHICH TAX OF 2% WAS PAH) BT DEBTOR CORPOtATHm. 

TMa jt«n ehpddindude all iatereet f^^^!*?^ot^^^;°''^^f^^'i^ 
""the debtor 01 



aida of coiporationa orgai^aed or doing budaanin tba United Statee, 

igaolaunDywhiofatbedel»toroorporationagreMtopaytheinte 

without any deduction for taxM. provided esemptisn from withholding 



not claimed by tbe owner of the boada. If exemption wm claimed, « 

intereet reeelved muat l>e r '— " '- " ""^ " -' " •-" *~ ' 

debtor o 



treet reeelved muat Im reported in Q. (Tlieamount of tazpaidby tbe 
tor oorporation ia treated aa a credit agidnet the tax doe. Bee Item Q, 
e 1 of the return.) 



• ao b edule inteieet receivad oa 

., aad aB otbar iacoma aot reported * 

-' ■- ' from o u r p or ati r-- 

, bK). 

^ j(b)^Raeitotoenmpt from tas. m atatad bi laatraetloe in oa tta other 



tfaaUaitadBtatn 



OTHER INCOME (NOT INCLUDING DIVIDENDS). 

State aaparately income from each m 



t orgaaiaed or doing budnan ii 



I. GENERAL DEDUCTIONS. 

paid oa paraoaal faidebtadaenaa diatia- 
M (wUebaboold be reported oadv A. 



Eiriwd fraa bndaen faadebtedi 
or O above). Do not iachidi 

nanban of boada aad other ohBgatiima. the iatereet oa whieb ia axen^ 
hoia tax (an Inatnetion III. pace 1). ~~^ 

Tnaa^-Raport here tana paid oajraurdwaUing aad hoonbold property, 
aot iadodiag thon aaaaaaed agaiaat local baaefite of a k^ tead&g to ia- 
arean die vabn of the property ■■mid. Do aot biehide Federallaeoma 
taxaa. aor aetate or iaberitaaoa tana. 

Lanaa.— Report here loaan of proparty aot ooaaected with your trade. 
bud ane. or pii o f eedoa. a nrt ai n ad dtuiag tbe year from fire, atorm, ahip* 



— for whieb aodaim lor iaeonneekpenSg. Bb> 

iiaoapaMleftberatura. 

^ >rt bare oaly contrlbatioae nada withia tba yen 4a 

i^aed,aad operated exefaidvaly for nBgioaa. abartebh^ 

ktiooal pu f poen.orfo^tbepraveatioB of oiuelty to ohOdrea 

UwapedalfiradforvooattiNialrriiafaflitatkm. Tbatotal 



adentific. or educa t joaal pui 

or ammak. or to the apeeii^ 

aoiount of contributiona to be entered here muat not exceed 18 

tbe net income computed without tbe benefit of thia dadaettoa. 

Ottiar dodoctioaa.— Bad debta aridng out of pacaoaal loaaa i 
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RETURN OF TAXABLE INCOME (gftJarnttfiJ::,iaas!(tn±ia?) 



A. INCOME FROM BUSINESS OR PROFESSION. 



•.TMdlnlMndii 



■ ovpnfcMiaadnrviM 



4. L^OT 


1 




•. IfalMW nd Mpplw 












7. OOMTMlto 












•.Toru. 


t 










IL N«OoKoraooM8ou>. 


t 





lyiHIB BUBIMEnraDIKTnONB: 



14. 



17.] 

It. OOMrniMBM 
10. TocuiOiaHi] 



'*a Smt Oow er Qooob Boao Pm» Tiwiiii Om» Bum ■ ■■ D — PB w owi. . 

__71- nWT Iwoom fbom hi'wiwkwb o< f*m>— woit 



B. BICOHE PROM SALARIES, WAGES, COMMlSSKmS, BOWOSES, DUtECTOt'S FEES, AWP PENSiOilS. 



1.1 



S. NUMMdM 



^SmSSSSmmSmm^SSSJSSi^iS^^imSmmSSL^imSZmS^Lmi^ 



4. OraaiaooBM. 



C. nCOME PROM PARTNERSHIPS^ PERSONAL SERVICE CORPORATIONS^ AND ESTATES AND TRUSTS (dm 

M.i^i^ | «t^ n pn t ti onder F and K) 
fauf M— -d >4df«» et p.rtm«hip. eto.) 



UiUiiiMimiii^ 



D. PROFIT PROM SAII OP LAND, BUILDINCS. STOCKS. BONDS, AND OTHER PROPERTY. 



1. Kind of p topw ty . S. Ymt 8. Nam* of pu rnlwOTr or bnkor. 



Not Paonr FBOH Baim <toUl of Mia. 4 and 7 miana lotel of 
ool^gaiide) 



i. 6iVnalooa» i. CmicimAm- 7. 
or maniot Tahia qnent impfova- 
mml^ If any. 



E. INCC>ME FROM RENTS AND ROYALTIEsT 



1. Kind of p topar ty . 



2. Nama and addieaa of tanaat or li 



3..0Bah« 



rmmf^mMn^mAimwB^jjn^citAZm^m^^ 



4. w»i>, ««««^ !*>*** 



| g.Otkara 



F. MIDasr M OMratAllOil BONDS OONTADOIK TAIfltEE OinrENANT. Oil WHU 

^^^^nrtudJB^aucMBtotjjrtjacdjgUhj^^ 




J. Total Ml bcMaaawlkkaaiMl tax b to UcakdatoKHafaMDCBnterM Item M,MCOl) 

pMtnoahips, peffoiial aeiTioe oorpomtions, and fidaeutfi«) 

L* Ttial Ml IptPWi (if this amoant is ofrer $5,000, make your ntnm on FtemlOiO)... .1$.. 
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DELIVER OR SEND 

TfHSRETORN 

TO COLLEJCTOR OF 

DfTERNAL REVENUE 

ON OR BEFORE 

MARCH k 1919 

DtTACH AND KEEP 

WORKSHEET 

AND 

irCSTRUCnON $HEEr 



Fajee 1 of Betiim 

fbrm MM-UNITSD «TATBS INTSBIIAL RKTSMUI SntTIOl 

INDIVIDUAL INCOME TAX RETURN 

FOR HET INCOMES OF MORE THAN K,OW 
FOR CALENDAR YEAR UI8 



IktmnUtm- 
h«a4 •! Ik* 



nUNTKABa AND il 



I rLAINLY KLOW 



umakt 



nRarpAYMiNT 



1. bid T 

■Ntan for nm_ 
S. Tb what OoUedor'a offlce wm It nntr 

(CKt« dkliict or dty and Stat*.) _ 
S. WwaToafnUUmaniMlaad 

BriBC with wife (or hudMDd)T .. 



«. IfiMt,w«i«yoabcado{afuaUTMdoiae4 



4. Ohra BUibor. if tmj. arrignad ts voa for Ifir, 
if It doaa Boi appear IB aadna at baad «< ratan 



9. It jm daia aay additional azaBptioa on accovnt ol dopondant 

pmoBM other than your' chiidnn, what waa thair ftlalionahip to yoat 

l*.IMdvMrwif«(arhiHbaad)ar (ltwa,fAfaamtm 

!:._i .vn^ _iu .-_„^ «t«Jat h«ad of 1 



kal^ delwAiTo} lacciTad thair chiaf rapport fram yov ialtUT. 
». Wrfto "E" U thfa ratom ihowa iaoem 
NOiivwl or "A" U it ahowa incoBM aecmod > 



11. KBtar bahnr all nentaxabU liiooma recoived by (or accmed to) yon dnriag tha yaar; 



"g t^fflgtatMuaaa 



■ALiar,BM.(«TSMI 



'yigMaaa&STigag:. 



fc<»iainiwUiaB»4t~ 



It. StataanooBt of BtockdividMida received by (or accniod to) yon diracUyduiinc tha yaar, declaiad from eaniBfi of doBMatic or nri^ . 

«,l»lt, and prior to January 1.1»18: / -• * . — ^ ^^ 
(•)AGcaDaIat«dial»17,$ (b) Accamnlatadinmct (c)AcciuBii]atedalAceF*bniaryS8,UU.aad prior to Ja«iaqrl.U16.f g 

IS. Enter in taUa below IntaNat on Ubwty feonda and other obUgation* of the United Stataoimiadaince September I, mr.reodTedlQr (or aocruad to) yoadoziag tha yeuv and S 
Biaadaw aawwnt of anch obtigatione (par value) held at any one time litwa which »uc3> intereot wa a derived (are inatmctioBa, page 2, under H(b); 











fesJT^' 


Co&SPf^l 






L cum or Ommahor. 




taaoa«|atm 






'■ilSSS.!^ 


3. tUjamm Atnmn 


^ASSr 


•.llAsnrniAiMoai 






$_ 


f 




V , 


$ ... 


<s!ar, 


In addition 


1m«i >r!d ThM I,f btrty I/wn 












^^^ 




-^ 










beclaimedaa 
^toaayoaeof 


(J) F^rth Liberty I/oan 












"^^JS^ 


(*) Other oblicktiona iaaued aince September 1. U17 












(f) TotAi* : 


1 


« 


s 


t . 


^ 








n •45,000) ia limited to one and one-half timca the ai 



HovBw— TUa Oxemption ; , 

and atill held. State here amount of bonda of the Fourth Liberty Loan originally aubaoibed for and atiU held. 
14. BnterinthetaMebdow income from partnetahlpa, peraeetal aarvloa eorporationa, and eatatea and twiata: 



of bonda of tlie Fourth Liberty Loan originally aubacribed for 




z X z X S 



teat 1917 
It of atock dlvidenda (column 4) 
Total riet Income Subject to 



leatm6iKtea(enterae»).|. 



Total Net Income Subject to Normal Tax. 



(d) Amonnf of atock divid eada t axable at 1» 1S-16 ratea (enter aa 23), »- 
Calculation d Tax. 



18. Item L, po^ >._ 
l«.ItemI2(^ 



17. Item 14 (b). column 8-^ 
M. Tout. (Itema IS, 14, ai 

It. Item 12 (b) 

io. Item 14 (c) 



21. ToTAL(ItaMU,l»,aBd20) 

22. Item 12 &>>: , 

22. Itam.i4<d)_ 



Total mr ntooiu (Iteme 21, 2 
■and 28).. , 



AT lau RATKS. 

2S. Netinoomeahownonpage2,ItemJ.. 



2C Leea penonal ezemptioo.. 
27. Balaxcb- 



itanbject 
H00rf)._ 



to tax at 6;( (not 



BAi.Ajrei BvmoiTO taxat12j(. f. 
AT 1M7 RATBB. 



M. Amount of Item 14 (b), column 7 

SU-Balance of petaonal exemption not 
U8edabove(Item26miiiuiItem2S). 

82. Baiawot aPBCTcr to tax at 4%. 



M. Sutaxatl*18rate8(eeeaurtaz table 
on page 1 of inaiructiona) 

27. Surtax at prior-year ratea (aeeaurtax 
table on page 1 of inetructiona). 



SS. T0TAI.TAX 
St. %ipriltliNM(X;(*r 



•fllmr.ivt). 

__ _ ^ . .nte taM nil ii 

l» b iM^iNairinMlfMMiNMf £lL. 

Balanoi or TAX Dim (Item S8 

' la Itema 39 and 40). 



I swear (or a&rm) thai this rotum, mduding the accompanying' schedules and statements (d any), has been examined by me and, to the best of 
f knowledge and belief, is a true and complete return in good faith, pursuant to ike income tax law and regulations, of all taxable gains, profits, 
d income received by or accrued to me (or the person for whom this return is made) during the year 1918, and that all dedacti<Hi8 entered or olaimed 



herein ue. allowable by law. 



Sworn to and subscribed before me this . 



, dayof .. 



tt tiMnfcr nut b* KaUd ea UiUliM 
, , 1919. 



1030 



' Digitized 



(AMNMi^TMaaeragwU 

ibyCjOogle 



Fage 1 of Instmctioxui 

)IHSTRUCnONS FOR niUNG INDIVIDUAL INCOME TAX RETURN FOR NET INCOMES OF MORE THAN |5,MI 

I. HOW TO DECIDE WHETHER TO MAKE A RETURN. 

1. CUcvIate TOUT net income by filling in pace 2 of tha work abeet according to page 2 
elthaiiHtnicUons. 

3. Add th« net inroma of your frila (or hiuLand) and dependent minor cbildren, if 
■ay, airept aa provided' in paagraph 6. 

1 Tht total family income, calculated in accordance with paiagrapha 1 tnd 2, nu^ 
be reported, aitbar in ycmrratam or inaaepamte retnm by wife(or huaband), if it ~~ 



your irifo (or liuaband). 

livee-"- '• ' - 

ue, you must make a return if your ne< 
ponooal exemption, not including any 



. with your wife (or huaband}. 
net income equalled or exceeded the 



(a) 12,000 if you were married and lived with 
■ U.OOOifyonii 
n any caae, yot 

momt of yoor poraooi ^ , 

n haad of family or on account of dependenta. 

(. Income of a minor or incompetent, if derived from a aepuate eatate under control 
(I agaardian, troatee, or other fi4uciary, muat be reported by J ' 
u'laMBiilitiye, 

*. If your wife (or huaband) had any aepaiate income, ahe (or he) ibould make a 

II. ACOtUED OR RECEIVED INCOME. 

L If you keep booka abowinc income accrued and expenaea incurred during the year, 
mike your retain from your hooka, but do not fail to include all your income even if it 



guardian or ethor leg»l 



. Mf you do not keep booka diowing inoome accrued and ex p eMea incurred, report 
ncHM received and ex ponaea paid. 

1 If you report income accrued, yon muat include all income that accrued in 1917 
bntna not received untU I9I8, unlem it waa reported in laat year'a return. 

4. It you report income received, you muat indnde all income oonatructively received, 
ai bank intanat credited to your account 

III. RECEIPTS EXEMPT FROM TAX. 

The fanowing daaaea of receipta are exempt from income tax, and need not be repwted 
M page 2 of the retom. However, nontaxable income of the claaMa deacribed in pam- 
papbal, 1, 4, 6, and « abound be reported in table 11, page 1 of the return. 

L Av not exceeding «S,600. for active airvicea in the military and naval fbroea of 
the JJiitM Stataa. 

1 Gifli (net made aa a conaderation lor service rendered) and money and property 
acqmiad under a will or by inhedtance (but the income derived from money or property 
racetved by gift. wiU, or inhedtance is taxable abd muft be reported). 

1 Intceit on bonda and other obligations of the United States issued before Septem- 
ber 1. UlT, and on aucb benda and other obligations issued since that date, provided your 
holdiap do not exceed the exemptiona allowed by law. See table 13, page 1 of retom, 

—- "-^ — -;e 2. under K (b). _ 

!• (PUlippia*, 

>ther obligationa of States, tenritoriea, political subdivioons 
I, and townships), and the District of Columbia. 

_mLoen bonds. 

life insurance poUdes paid OB the death of the insured. 

ceived by the insured under life insurance, endowment, and annuity 

provided auch paymenta do not exceed the preminma paid in. The amount 
the total paymenta that have been received exceed the total premiums ptid in 
and mMt^ reported in Schedule 0. 

mmto received from acddent and health insurance and under workman's com- 
, -;-^~— Kts^vithe amount of any damagea received by suit or agreement on account 

IV. FARMER'S INCOME SCHEDULE. 

If jmi m a fumer or a farm owner renting your farm out on shares, get from the col- 
;lwtoriadli]lonta"SchednleofFknnIncame and Expenses." Tranafer the net farm in- 
eoneto hne21 of Sdiedule A of the return. Report income from salariea. renta, interest, 
}Blaio(pnMrty, etc., in Sdiedulea B to G of the return. Send your Schedule of Fum In- 
VosM tad K^ansM with the return to the collector. 

> TO BE COVERED BY RETURN. 



1 If you are angagS in baainem and keep books of account wfaidi are regularly dosed 
aayrat ^endofaiMne^month other than December to determine your annual profit 
-"'■''"" mission, make a return covering 

1 doeed your books, and there- 



'■ witii wile 'Toe hniabiautl vi w 



sudL^ 



, S.lljmi wrra- pnt raHTHd M dJil nut li 

of a iKfrMy inm^vmtn anJiisii u a. nn,_ „_^. 

deptiHliinit pcfHti ttadw 11 (vt atatiilf a phj^ikidlr A 
•uppsrt [hm you 

a. i E }'pu were eaCi LLhI 'ta an^ of t^i tampisif st^-taptinoM 4win£ «. twI oT th« ymt 

1 may dailip ■• ipanr (vplUu dI lim «iii9]vtiEEu fHii^sJ u [hen W4« waUm in 
-.-^^' *■ y*^- ^"t S*J1 trfrnmoiiiJi Rar be CMuaCwl m a m.ftth. 
4, Tlw pt>fi«iii^ i-rlJiuaUjr ntrm]fliimnivt bera{»n>dii€ilia»Vv, i»fii«.li.r tharebitn. 

awl HUt b« SUTifnrti-il b^ uunn*^ tn qumJMUi G. >ev T., sod 4, 

., • ^ A ffr^ "' ^'^'l^'L^ ' 1***** *^'' * «" fl'tel etfpBfft lit oDi nr mart penHH 
^ liyiFig IB hit hooHAidd. wbe atw <t:iv^y T^biM im iHm {m btt) by U»d, mMititi^ 

VII. AFFIDAVIT. 




S- If yon make a return lor a part of the calendar year UU, yuorpmHaalexemp. 
twn ^1 be aa many twelfths of the amount that would!)* aDowed lor a fdlymx aathife 
are months IB the period covered by thefetnm. 

4. The datea on which the period oovwed by the retan bagiia and mk If ether 
thanthe cal««lar vear 1918 murtbe plainly atat^ at the haad^7SlrSta^r!!^i^U?to 
quojtiras 5, 3, and 7 muat be given far that pesiod; and tha afldavit m«(^ eha^ 



VI. PERSONAL AND FAMILY EXEMPTICN. 



LThe affidavit must be executed by the 



thepenon w 
iU, absent fat 



is a minor or incompetent, or unlem he ia iU, absent faom tl 
wdtated, in which case the lefU repreaentative or agen( 
However, a minor making his own return may execute ue i 



isa 

tated, in whic 

rever, a minor 

S. The oath w , 

tl internal revenue, or (if you are in the military ... ._, 
by aay military or naval officer who is authatised to admi 
tuy or naval justice and adminiatratkn. If an internal 



ia reported ualem he 
try, or otherwise inca. 



it may execute the aAiavit 
ly execute the aiBdavit. 
It charge by aay coUector or deputy ooQector 
^tarv or naval service of the UnitMl 8<ataa) 



VIIL WHEN AND WHERE THE RETURN SHOULD BE SENT. 

Send your return to the ooUector of internal revenue Itir the district in wUdi you 

live or have your prindpal place of buaiaamao that it will If' *^ '^' "• " * 

Ifi, 1919. If the adSwaa of the collector la nr -^-^ '^ 
it, Mk at the poat office or bonk. 



It ixinted OQ the ratom and you do ao( know 



1, Tli 
or ajMrjf 



M. . IMD TO WHOM THE TAX MUST BE PAID, 

1I.J i-iv^fi, ir pwlbK br aniduis DI' liriDf [<« wtlh tba mttin ichn^ 
Lvn u cb* vtAvt ttl "Celifciv PtlBtmal Xnaaup al |ievt bbb* vI 



S, Dq 931 KoJl ixOi thmudi tb umfl. ar pay St Is penm excflpt at )ha «B|m «tf Upi 

actor or m fi^iilaflj iMabUthsd i^tfiml iwrnaie sUop ftSct 

3. AU««£afr*Hibart^i4i]fdiit*ttheau&flllAaihii(tUrf<*bimfidap. 

1i. Ad addl^mal anwuut niHldffiit to brlAjr it* Mai wyin«Bt«iip la iBa4ulf fd iha 

b, An iddliciwaj tmmmt wtJArwil Id bcku tb« total fflj:?B«|i gp 1? Ehna^femtha aI 
hx mait Im paid hi bt balWa &Bpijisib«« ■£, m i>. 

I. ThaHlinnaalBdHf ill tkr t>4 piMbepaid oi crbf/an D««mai|itf 1^ Wt, 
'- ""X PT"""!'" »* raadi wiMB di», «&« attluii uTi|»»tt M^oc* of i^ tax *DI 

peyUa^dfliliOtlaaiiintaorrtpLJiiUiKClBWOriMyniciit, Tf TTA pp« 

unSoT, ypof cio«J*a diacl w yntir tauivT wiUr m^yi win len* m 



fc«c«au lot lv< 
t. tlytrupayli 

by cliiich a 

aiKd^ 

X. PENALTIES. 
For KaUag Falaa «r VMuduIent Retnnv 
Not exceeding $10,000 or not exceeding one year's impriaonment, or both, la the 
diacretiac of the court, aid, in addition, 50 per cent of the taxevaded. 
For FalHof la Mak* Ratwu •« Tlaa. 
Not more than 11,000, and, in addittoB, 26 per ceBt of the amouat of tax dua. 

Far Falliag to Pay Tax Whan Doe. 
Five per cent of the amount due but unpaid, plus U per ceBt inteccat per annnn 
tor the time during which it n — • -• 



TABLES AND INSTRUCTIONS FOR CA LCULATION OF SURTAX. 






UrfMtn 



a ill rdtui^ A wbliih is lai itlm lb* Mxinnt d{ tie tDJad wl 



i. Total MU'4&£ Uicnwia ihowii In erJaiiB 0_ 

RiimliK' dI nm iiKMH^p pIivt mnb^idis^ lum 1, alM<r> 



lilnLa^I'M'iietfMkUitliM I 



S; Tata! wirtM da* 'nm pj TtuBH 8 *m| I ji--. 



m,va, 



l,IO0LW 



^"^rj^lK- 



CALCULATION Of SVWTAX AT PRIOR-YEAK RATQl 

Bli^l Bi^lB oaomii I dthif ik^ tbi bUE Ijivv iBJimi Atn U ak^ A V Ui bf IT HAS UJi, <r t^ M «Wi»t ■! ]Ub tl, 

IKiirlbi£taiairfBB,4tBiat>gltta^iwirDCiinliiiiiD J^wKkmi^u Mb» Uw^ lUHltei^nalntertd !■ 1« f^li ■! i3w 
"IHli^nliTliri mt^w I Ua pn^wl sf IfHHi N Mtasni i taH t. 

gm ■■iiu Klaa* Ulap^ta: EfaM Oa^tattUlq nk^-i^ hmtttm mimtwH^m'-tTlmimi h^ (ai of ifaiMiMJiHTO. Fiw^ uhBr«« 
^^ -- - _ . . ~-^ iliHiniaMniMitKvhRall ■Ibb.AnrLutxbiiKUBktaBdvi^AllMilit 

Ilk 

tmtkmm 



.^^ 


E»; 


1^ 


£ 


£»JS»S^H^ 




1. 


s. 


■■ 


4 


flv 


1 t 
















t 
















*. 
































ff, 
















i- - 
















T^^ 








f ^ ' ^ 



N^y».-jj jTO rpeia»-d«tea jjTjflMy isiww. .i 
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INSTRUCTIONS FOR FiLUNG IN TAXABLE mcoME '•'Jrjrjr^:^:::!::::::^^^' 




I ROM BUSINESS OR PROFESSION. 

LSk Thin fiVati ' w ill KBIT pn^itfim Pitetft^ •Hi Hi .hi^ _dl 



fead«k4Wli;k«UKUl<7l»tlKdBI4l)iiai»ll.Eli>NlltlBA. 



^ ,„.^ .. „ »i ^^lH dF ■uit^, iBilLlctrHW !■ IfWip". WTlLa ''JJof K." 

tan, tipwltom tT [»nii*itaait impinvBiiuiU *r (■TO|^rtr, Of n'mif iwl te*r 



ur THB for i-irtif flsm fsCTV* 1* tb« pr— '- 
' iti4liif^ «■ \iMMimm lb &:b«jJuJ« B OT Q. 

~ ~ " - ' t hvdnmm iitofPirtr (ast Jj 





^ ,-Jl*inrt(ml: 

^Mltlriiaq vslim ll» UMiiat m HJlBl U tbi iBOlM Uportitd IWOiB ^V ^ 




N«l hM.-ir t^ Bri Ml aT iMib wilt ftm oCbB ImIj 

:.4 Omu I'.LiI uiw«M uf islid mad Gk^OM IPA ha i mw er p 
iW .iitT^inKV u i |c^ li]r ivinv n»l ink or > ntlnui llf^ 



0. INCOME FROM 5ALARtES, a»4MISSfOPIS. BONUSES, D[ft£CTOR'S FEES^ AND PEMSlOftS. 



Ml Uw ntiii of HjoW or 1 ^ 



gilibia<MTi5aaiptBil»i<»oi' M til* fa.t^il pif> Jrflhiretii^ 



C ENCOM£ FROM I 

W dJitrit*!'!- 



pARFMLRSHrf^ FEAS0I4AL SERVICE CORPOftATtONS/ANIV ESTATES AND TRUSTS. 












D. PROFIT FROM SAlX OF JJMD, BVILDINGS, STOCKS, BONDS, AND OTHER PROP£RT¥. 



_Jlf^« ka all HJn uf A>] 'UUli!', tbd Ch «1«« of eUfker p^fptoty (Jlf>f fOB 



ilM did ^ipcfLV Bi 



■BT ijnfl trokw ti 



■I of jnHrQ.'Un^ilMi did tonipfty si ilrffltitwiy M ]fS* 
IWB, ■M'"totBi,''^'luiil»0," "lnTtv" "*cA». ' "BHodi" 






^^BtOm Urn mbinl aril W Uw 0aw^t "t U iil m I01HIt«1 brita|*lliar^ 
1liUriBv]i«iv>liw4BliBi44«»^ Btj^rtM* thrifliiTM j la IIm fnadmae cay 

Kaie la eattttffi ? &■ laeiut al woif ud baf . ^bai^oaaM, v dfpwiap MMi4k^ 

BDMM«ilv].1A}»<«iiiKihdA;lBirfBiuiBiadHLllM|iiB^id^tu (Thai 

Ii«SH.-II tJkP M«] Fir [utiiBlH 5 aEnl t ii in n,ii.«i nf tJw brtikl «< ajtoBiBl 4 u4 



T, fBtni tlkS iILdn^n bi » Im by iKtuc M dak w ft a 



£» INCOMl FROM RENTS AND ROYALTIES. 



iamm 5 lu'-tl i7« Se^lM^nfp m «&W pnifWtf 3ii IM *l Oit nut. ImM 4n Le4^]» ii»w™.+ or n.iJ«UAj la minluH or ™t7 it Ihi fi^ IbJud* 

% ^ lW.v5bjn.tliolq;1l ti^^Ml Eft4E£H hU Ifl odCT !«•■ iHwJ l«kllirt k«l H«*flla n4 » UbJ MbJiv tn jmi-* t^ ^>J^ stam^Vp- 






F- [NTER^T ON CORTOIUTION lONOS CCNTAININC TA£-FI££ COVENANT, Oft WHICH Ta OF 1% ViS H\& fiV NSTOR COilH»A-nQli 



Tlw liwH AiHitd hduda ill Ifibtrwi rMrind dJncUv o^ thtogfb fidticnfla hi I bmli, If otmr^int] «ii dilmnl. 
lutdl nt WMntkiw ofnidwfel Of ilnii^ buBbOHi in Ibt VU««I 8l«V, irHtlB i fffim « iMmsiiii of Cu ;^i[ br Urn Jitl4£r c 



C. OTHER INCOME iNOT INCEJUPrNd PIVIDENDS, OR INTEREST ON OSLICATIONS OF THE LnNHED STATES). 



ss^i'i^y. 



EliJlO) lEulJa Jo.taMl «a «liHpAi«H ^ iht trQitMl Bi>t« * 

& ^w ride or i1.:i* liii^i; tdT wtwa^^fMiy ud mk^ di 



■ lit OB 



I, nlinJl TlLh 



bka Titans B vJkfdllli Awrfia- 
Dt DTlVJBe^: Hid IC NPIHWt. 



&iiiic4lw».-E?|tt<& d^^yrtJoD* 1« tii« ([BM Bt UiB hud tf BiB(« 2<J Af Klum. 



hW.tlt-IUT*r^t Mr» {BlBHi4 fiBiit n fSHUl tutfiM ii l ^ ■ I* 
lkB4a Iiwi» kulUtv^ikw tiAidi, i£dU lid Hf-wud UMlw A. X, w O ^ 

Bol Indik-iti tn'Laivii im liJKUhtedHlf iPHBTwl W ild ]l1l»eUB ml iHfldi uA 
Bltfat^ tfeft iBElffWt im wiJ<A 'Ifl «HB!m iTOTHL IML BMpfc laleHM Mtai 

&«iui™d to portiMw o, *W7 ^^if**fc" 5i th*iT^ a-tftrti* 

iKMi 1L ibr a UA td uhlicta^^ iha tntaraii sa wtikfa to ei«inl. 
^^IiS»«,- gaport Ikefa UIXM o* ymsir dveUlna ind btWMh41jpSHri]r, J»l 
thl^^riBllM!IJ^lnetl^^riMrilMirfl«i4iig8teliWfMBlfa«iB»attto 
Do Ail IfiHlttk F«4«al iliroBiB bAM, Of t9Mr - =-'-^'- * 



L GENERAL DEDUCTIONS. 

fHiifrift(rt i i i n' i 'Ilw<ii1 i iNii dfily MiBlidbtftbit sad* TUdk Oa nv to cnrnfe*- 
poiVBliri «rf wimttifi <k4ai4Ti>l/ lor MtAfina. d^fittUa, HkaaUff, ««!«»■ 



_^ ... I VIPHlM ( . -^ . _. 

^JtfOti p mifm uy trbtlkm m m i Wi l n m af frutiUy tu eUMiaa n mw^ i 

fai tfa«M«a^iiudibrwJii«al nhMbiJlUlU<D. Th« b^taiBwrnola^^-^ 

ViMMdhl^tUMltiAeiamA Upan^tr^ft^ttatiMiOiaHOHilldli Wl/lJl»bt(lMbiiarfk 
<4Ui^4MvlkiB. T1h3ik.F«,irtkm4>ef^edillAi^«Ui^U«Mu]iD(]r[«rli>Bk]1hi; 
iaom* <lBam M) u4 IKh «, th« 1Mb I v>4 b* Nrf»vd to li pir e»ll g>l mi^ ha 
a^ MHO tiftai BtA IsoofiM muA U nKakvlatad Hc«4iia^. 

di4(i?iji>iv, 'Bit Um Hwrnnt :pm hr Bul;- "■ 



fdoA 1UUu.-11dM 



iriwamwi. -Bft fl dfl4i amns tnit pr xwraktl Id«bi ni*,r tx» rmortm baiv. 
kilDMidveidbidalaA^vbr'i,^ 



K(ft^ DIVIDENDS, 



ol dlyvdenidA i>t oMltujy rwrnirajibi^ m^ ijumtt. qa ^MMllBfia 



J. I»_^ 

fisi lb* iJia MtHH^Eka llf 



K tbJ- INTEREST ON OBUGATlONS OF THE UNtTED STATES ISSUED SINCE SEPTEMBER I. 1M7, 



if K(b), 



•Lsajtr-^A^s^^^^^s^ 



MnlMk vlBii^ uJmu, ud ibe w^M&v £»[Bi»i^oti urbkb r»a i>|vtait 

(W AEDnauE itf .lUIftfiaBP Md tj/ foil ifidJ wdii*llr dona* i»*4 "Jtii iKfbd. 
;«i Tout iktfi dL Uh beUiam ^ ■■£}> infladaliijk. lonil wth« cvrpoikiiBB. 



ts; 



nfttm lef UMi dwt^ D^tioB, 

in latent JMmJhMi mbIl ■■iinifili, at wiaripil mtad la ah]^ h 

3r: It at/ iMt (A tbiu^^ E^orWt lo^klilB^il Tte r«3iLrtd Uttaajk a pBiv 

nc4fv^ tluvu^ ioA pcttiaaOp AmU ba 44caM4Ki Is a MauBt« oolum ant 
thaKkdula. lEBtim iBlUa adiuin. lor ^ii pnU aprj^ad la ixhmt a, akita^lLj 
fkt kwDfii oaldudd ib Djluma fiv {7f lb fanuAA oa ]Fviu ataara si iba paAwnl^frti 

i, SMTiPltwqKibi, iBi MM i olUM Prtimb Um li^ij oTnAnni rfffdHi^BB 
afeblinlidH. liai>B4tiytw*Iji£aul tba inlal of uAua t^war}m tba 
n{aiatka[Jtbl^flaalidl2p'jli>r:klvnu-UlatliiUibUlT. Kal— ^- -"* 
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RETURN OF INCOME TAXABLE At 1918 RATES 



A. INCOME FROM BUSINESS OR PROFESSION. 



t. Itel kIm nd ineona bo 
006T OF OOODB SOLD: 



vt \fly\UminKa\ ■»vfc<i 



megrim 



r. 0(k« fxitm (■ubmit MhwluU of principal itwaa 
■AiootofpafaoroaMpintodMet} . 



la. LMbmtariMat«adal)rMr_ 
U. HaiOiwrovO^dMSouk 



OTHER BUSINESS DEDtCTIONS: 
U. Sakrici and waM aot rsportad aa "Li 
nadar "Cort ofOooda 8«ld" 



16. Taxaa on biiaiiiMi and bui 



-OKXHK^ 

Mpain, mar and taar.obaolaM^aDc^ dapMon, and 
p aopa rty loHaa (ttqtlaia in tabta balov) 



17. dad dabti ariibf fan Mh 

18. Other ezpcwM (mbmit ad 



a* loot of pafa or oa aepaiata ibi 



forindpalit 



U. ToiU Onon Boaoraaa Drooonot 



Si. Har Cor OF GoomSova Puts Onon Boai 



XL Hwt IwooOT won Boantaaa oa Paoyaai 



■L DmHIE FKOM SALARIES^ WAGES, COMMiSSIOWS^ BONUSES, DIRECTOR'S FEES, AND PENSIONS. 



Ww Iwoomi yaoii BAiAwa, »w. (total of cohmn 8 mlnaa toUl olcdhMnn «) „ 



«-rr'?- 



& FtOPIT PROM SALE OP UND. BUILDINGS. STOCKS, BONDS> AND OTOER PROPERTY. 



■ (total 



hSSSSS^^l 



?SJS^ 



E. INCOME FROM RENTS AND ROYALTIES. 



1. Ibm AN» AMaaai 0* TBKun^ taMB% Bia 



Mar iMoon nam. Bsma amo RoTAuna (total dL cohmn 8 a 
-• «. 5.6. and 7)- 



^m 




F. INIOffiST ON CORPORATMN BONDS CONTAINING TAX-FREE COVENANT, ON inilCHATAX OP 2%WASPAIDBT DEBTOR CORPORATION 

OndwHagandt intatoitiacafvad ttromh fidudariaa).^ 



G. OTHER INCOME (■rthddhtJhifaA.fiahwat-ayipiaMrfliwOtftodSMw). 



oada, mortmaa, and other obUgatiaM of domeatk and laridoDt cotporatiaoa axcapt M laportad la Itam F— 
S. IntaraatoabondaolfimlgaoonntilaaandoafpontioQaaaddividandaonatoekaliimiga "^r*— ««<«— 



on bank depoalta, mortg^^aa, etc~ 



WtTotai (total of colnmnliniaua total of cdhimn»._ 



H. TOTAL NET INCOME FROM ABOVE SOURCES, 



I. GENERAL DEDUCTIONS NOT INCLUDED ABOVE. 



1. Inta iia t paidoraccmad— 
t. Ttteapddacaccfnad — 



^.'gte y*^<"^ 



(oxplain bek>w)„ 



S. Othar daductuna, if any (axp)ain'~l 
balow) fe= 



T0TA1.._... 



ITclalMl 



K(b).TaiU» 
LTcUlMliM 



M vlidi hmmI tax b to be cakdatod at IMS ntaa (H ■!■« I) (enter aa 85, pajia 1} u^ : 

•tock «f coiporrilaM wganaad ar daiai kaiaaaa In llw UnM Stitaa (not indudiac inooaa from panooal airrloa cotporatiaoa): 
\%. ■ ■■ ; lacaJYod thronth partnenMpa, pewoaal eerrica coipcrationa, and gdndarfaa, t Tocai. 

MkMdauidatiwebliptwiiaaf llw Udlad State itMdaRwSaptM^barl, 1117 (laainatrectioHpacaS) 

■Ajid to Mrtai at 1118 ntot (if thia anu>ttat ia $5,000 or laei, aiaka yoor ratoni on Fum lOMA. nkai yoa had iaoona taxable 



BITnBITllBTAIIlBPAILSCTW(aiNINClPAIBS>WEAIAMDTIAtriOm 



!^^ 



-lOKWBMAaa 

Taia tawUiewa). 



WBABiaaTaAa, 



5sar5?-- 



.1-22— 



a. OAaea 0* Loea. 



EPIANATION OP DEDUCTIONS daimad in 8<Aadnto A. llnaa Tend M; 8chedaUB.colBaiii 4; Schedule B.cohMnn 7; Bd^ 
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Page 116 
Reconcilement of returns and books of account.. — A com- 
plete form for recording the reconcilement between books of 
account and income and excess profits tax returns is given on 
pages 1271 to 1273. 

Page 117 
Fiscal year 1917-1918 — Computation of tax. — 
Regulation. Net losses deductible from net income of the fiscal 
year under the provisions of Section 204 of the statute shall be de- 
ducted in computing the tax attributable to the calendar year 1917, as 
well as in computing the tax attributable to the calendar year 1918. 
In computing the tax attributable to the calendar year 19 17 the net 
income computed for the entire period under title I of the revenue 
act of 1916 as amended and title I of the revenue act of 1917 shall be 
credited with the excess profits tax computed for the entire period 
under title II of the revenue act of 191 7. In computing the tax attrib- 
utable to the calendar year 19 18 the net income computed for the 
entire period under the present statute shall be credited with the war 
profits and excess profits taxes computed for the entire period under 
title III of the statute at the rates prescribed for 1918. See Section 
236 of the statute. Amounts previously paid by the taxpayer on 
account of the income tax for such fiscal year shall be credited 
towards the payment of the income tax imposed for such fiscal year 
by the present statute. Any excess shall be credited or refunded in 
accordance with the provisions of Section 252 of the statute. (Reg. 
No. 45, Article 1623.) For illustration of the foregoing see Chapter 
XXII (supplement). 

Page 129 
Payment of tax when fiscal year ended in 191 8. — 

Regulation. If a corporation has before February 25, 1919, 
filed a return for a fiscal year ending in 1918 and paid or become 
liable for a tax computed under the revenue act of 191 7 and is sub- 
ject to additional tax for the same period under the revenue act of 
1918, the return covering such additional tax shall be filed at the same 
time as returns of persons making returns for the calendar year 1918 
are due under existing rulings, and payment of such additional tax 
is due in the same instalments and at the same times as in the case 
of payments based on returns for the calendar year 1918. If no part 
of the tax for such fiscal year was due until after February 24, 1919, 
the whole amount of tax due, including tax due under the original 
return and additional tax due under the amended return, will be pay- 
able in the same instalments and at the same times as in the case of 
payments based on returns for the calendar year 1918. (T. D. 2797, 
March 11, 1919.) 
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Page 135 
Payments in certificates of indebtedness. — ^T. D. 2778, 
December 11, 1918, provides that the certificates of indebted- 
ness presented by the taxpayer must be in exact amount of 
the taxes to be paid by him. Article 1732, Reg. No. 45, 
modifies this and provides **any accrued interest to the date 
the tax is due .... will be remitted to the taxpayer by the 
Federal Reserve bank by check, for which purpose the collector 
will furnish to the bank the name and address of the tax- 
payer, the amount and serial numbers of the certificates pre- 
sented in each case, the date of the issue of the certificates and 
the date the tax is due." 

Page 138 

Collection of tax. — In view of the possibility that during 
the year 1919 certain taxpayers may be unable to pay the tax 
assessed upon them, it may be of interest to include the 
articles of the regulations dealing with the collection by process 
peculiar to the United States practice. 

Collection of tax by distraint. — 

Regulations. If any person liable to pay any taxes neglects or 
refuses to pay them within ten days after notice and demand, it shall 
be lawful for the collector or his deputy to collect such taxes with 
5 per cent additional and interest at 12 per cent per annum by dis- 
traint and sale of the goods, chattels or effects, including stocks, 
securities and evidences of debt, of the person delinquent. When 
goods, chattels or effects sufficient to satisfy the taxes imposed upon 
any person are not found by the collector or deputy collector, he is 
authorized to collect such taxes by seizure and sale of real estate. 
See further Sections 3186 (as amended by the act of March 4, 1913), 
3187-3196, 3197 (as amended by the act of March i, 1879), 3198-3202, 
3203 (as amended by the act of March i, 1879), 3204-3207, 3208 (as 
amended by the act of March i, 1879) and 3209 of the revised statutes 
and Regulations No. 12 (revised). Distraint may also be used 
against a delinquent collector. See Section 3217 of the revised stat- 
utes. (Reg. No. 45, Article 1009.) 

Enforcement of tax lien by bill in equity. — 

In any case where there has been failure to pay the tax and it 
has become necessary to seize and sell real estate to satisfy it, a 
bill in equity may be filed in a district court of the United States to 
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enforce the lien of the United States for tax upon any real estate in 
which the delinquent has any right, title or interest. This remedy 
does not supersede distraint, but is cumulative. In the event of non- 
payment of a tax after demand it becomes a lien in favor of the 
United States from the time when the assessment list was received 
by the collector upon all property and rights to property belonging to 
the taxpayer, except that the lien is not valid as against any mort- 
gagee, purchaser or judgment creditor until notice thereof is filed 
in the proper public office or offices on form 668. See Sections 3186 
(as amended by the act of March 4, 1913) and 3207 of the revised 
statutes and Regulations No. 12 (revised). (Reg. No. 45, Article 

lOIO.) 

CHAPTER V 

PROTESTS, APPEALS, OVERPAYMENTS, 
REFUNDS 

Page 140 
Advisory tax board. — On March 14, 191 9, the Commis- 
sioner announced his appointments to the new Advisory Tax 
Board. The following is the official announcement: . 

Internal Revenue Commissioner Daniel C. Roper announced to- 
day his appointments to the new Advisory Tax Board of the Bureau 
of Internal Revenue. Five memberships are announced. The sixth 
membership has been reserved as a roving commission for experts 
who will be called in from time to time from various industries. The 
men named today are: 

Dr. T. S. Adams, professor of political economy of Yale Uni- 
versity, and formerly of the Wisconsin Tax Commission. 

J. E. Sterrett, of New York, certified public accountant, and 
formerly president of the American Institute of Accountants. 

Stuart W. Cramer, of Charlotte, N. C, engineer, contractor, 
and cotton manufacturer; former president of the National 
Association of American Cotton Manufacturers. 

L. F. Speer, former deputy commissioner, Bureau of Internal 
Revenue, Income Tax Division. 

Fred T. Field, of Boston, Mass., expert tax lawyer and for- 
merly assistant attorney general of Massachusetts. 

The chairman of the new board of advisers will be Dr. Adams, 
who has been active in the bureau's affairs for some time. 

Particular attention will be given to problems arising where differ- 
ences of opinion exist between the taxpayers and the bureau. S^ch 
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differences occur not only with individuals but also with groups and 
even with classes of industry. 

Formal hearings will be given to taxpayers in every case where 
the facts warrant, and it was stated today at the Revenue Bureau that 
the smallest individual or the most eminent legal counsel for the 
largest corporation shall find a hearing equally accessible. Commis- 
sioner Roper has already announced his policy "to employ every 
means available so that the scales of justice may be held evenly in 
deciding each case." 

The board will be called upon to decide questions involving the 
general aspects of taxation and differentiation of economic activities, 
accounting, forms of organization, trade customs, industrial manage- 
ment, legal procedure, and administration. Special studies will be 
made of such matters as they affect federal taxation. 

It has been stated that so far as possible it is the desire 
of the Board to consider cases on the basis of papers sub- 
mitted rather than on oral evidence. Heretofore the Board 
has been hearing cases upon the direct application of tax- 
payers but the intention in the future is to require that before 
a taxpayer is heard orally there shall have been submitted 
to the Audit Section all pertinent evidence, which in effect 
means that the Board v^ill act as a Board of Appeals rather 
than one which exercises original jurisdiction. 

Page 143 

Abatements and refunds.— The following regulations set 
forth the details of procedure regarding claims for abate- 
ments and refunds. It will be noted that the claim for refund 
should be accompanied by the collector's receipt or by the 
canceled check showing payment of the tax. 

Claims for abatement of taxes erroneously as- 
sessed. — 

Regulations. Claims by the taxpayer for the abatement of taxes 
or penalties erroneously or illegally assessed or abatable under reme- 
dial acts shall be made on form 47. They must be sustained by the 
affidavits of the parties against whom the taxes were assessed, or of 
other parties cognizant of the facts. When a tax has been assessed 
and turned over to the collector, the presumption is that the assess- 
ment is correct. The burden of proof in rebutting the presumption 
and showing that it was improperly or illegally assessed, or that relief 
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should be given under a remedial statute, rests upon the applicant 
for abatement The affidavits must therefore contain full and ex- 
plicit statements of all the material facts relating to the claim in 
support of which they are offered and to the proper consideration of 
which they are essential. The legality of the claim is to be deter- 
mined by the Commissioner upon the facts presented by the affidavits. 
The filing of a claim for abatement does not necessarily operate as 
a suspension of the collection of the tax or make it any less the duty 
of the collector to exercise due diligence to prevent the collection of 
the tax being jeopardized. He should, if he considers it necessary, 
collect the tax and leave the taxpayer to his remedy by a claim for 
refund. A collector may himself present once a month a blanket 
claim on form 47 for the abatement of taxes coming within certain 
classes of taxes erroneously assessed. (Reg. No. 45, Article 1032.) 

Claims for refund of taxes erroneously col- 
lected. — 

Claims by the taxpayer for the refunding of taxes and penalties 
erroneously or illegally collected shall be made on form 46. In this 
case, as in that of claims for abatement, the burden of proof rests 
upon the claimant. All the facts relied upon in support of the claim 
should be clearly set forth under oath. It should be accompanied by 
the collector's receipt or the canceled check showing payment of the 
tax. In the case of a taxpayer's death, certified copies of the letters 
of administration or letters testamentary, or other similar evidence, 
should be annexed to the claim to show the authority of the adminis- 
trator or executor. The affidavit may be made by an agent of the' 
person assessed, but in such a case a power of attorney must accom- 
pany the claim. The lodging of a claim for refund made out in due 
form with the proper collector for the purpose of transmission to the 
Commissioner in the usual course of business is in legal effect a pres- 
entation of the appeal to the Commissioner. Warrants in payment of 
claims allowed will be drawn in the names of the persons entitled to 
the money and shall unless otherwise directed be sent by the Treas- 
urer of the United States directly to the proper persons or their duly 
authorized attorneys or agents. In the case of mere overpayments by 
taxpayers the collector may repay the excess, subject to confirmation 
by the Commissioner of a claim for the refunding of such payments 
made by the collector on form 751 (revised). (Reg. No. 45, Article 
1034.) 
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CLAIM FOR ABATEMENT 

TAXES ERRONEOUSLY OR ILLEGALLY ASSESSED 



Stafcf — 
County of ^ 



naPOKTANT 




tt'^t" 



'This depoxunt being duly sworn according to Isw, deposes and ssjs thst this cisim is msda on beihstf of tbs 
dsimsnt n«med sbors, and that the facts stated below with referenoe to said olaim an troo and complete: 

1. Business engaged in by claimant -.^^.—..^^^^ , ^ . .,., .. 

3. Charaeter of assessment or tax 

f . Amoont of assessment , ^ , ., , % 



4. Anumnt now asked to be abated , ^...■.■,. ■ ■> $«■ i^.... ■ .. 

Deponent Terilj beUeres that the amount stated in item 4 should be abated, and claimant now asks and 
demands abatement of said amount for the following reasons: 



Sworn to and subscribed before me this 
««...-^ day of >_^-.^ ^.......^, 19- 



Signed: 



2X'^ 



(Thii affidavit maj U cwcn to befor* a Dfljratjr CoQtclor (tf Intwnal B«v«nw vith^ 
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CERTinCATE OF ASSESSMENT 

I certify that an examination of the records of the Commissioner's Office ahqyn the following facts as to the 



•saessment fed payment of the tax: 


















CHAmActCKor 
Axnctx Taxed. 


PSMOD 
CoV«KBO BT 


Lot. 


Y»A«. 


Mqkth. 


Paok. 1 Liw. 


Amotot. 












L 




■ 













i 














.... 1 i::i::: 


., / 










! ! 







........ ....... 










f 




^ 


" "• 


1 





AsHttment Clerk, Internal Revenue Bureau. 



Matement Order //b. . 



Ckdmemt^.. 
Addrt»9 



Examined and submitted far action 



»10. 



Amount claimed, S ^ 

Amount allowed, S. 

Amount r^ected, $. ....... 



• COMMirrCB ON CLAIMSi 
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tfAiyKTSsrAKninrr, 



StaUof — 
County f^^ 



CLAIM FOR REFUND. 



TAXES ERRONEOUSLY OR ILLEGALLY COLLECTED. 

4IJO AMOWn rADPOK STAWS IBB> M BBOt Ot OCBS. 



to «fcM lb T« «M nU Mi BMl 



I>iCt«!OWiftoW 



■liMh^MMMtfAw 



2l;:i" 



rM««nMittr«tnm,M«fMO 



This deponent being dulr sworn According to law depoeet and mjb that this claim is made on ba 
aant named abora, and that the.f acta stated below with rsfeienoe to the dahn an tnie and wnpletei 



behalf of the 



1. Business engaged tn by claimant .^ 

S. Ghafacter of sasesBment or tsx^. 

S. Amoontof asisssment or stamps... 



4. Amount now aaked to be rafmided (or soch grsater amount as is legally vefimdaUe)~~.^. S ,.. ...^ 

5. Date of payment of assessment or purchase of stamps .« 

Deponent rerily beUeres that the amount stated in Item 4 shoula be refunded and claimant nofw asks and 
demands refund of aaid amount for the following reasons: 



And this deponent further aUegee that the said claimant is not indebted to the United Statea in anT imount 
whaterer, and that no claim has hvetofore been presented, except as stated herein, for the refunding of the idiole 
or any part of the amount stated in Item 8. 



Bmvm fo ond tnUenlM lefore me (ka.~ 



Signed: 






(Tbb tflds^ ni^ te ■wvm to bifoN a Dairatf Collator <il IntMMl BeviniM vittoat <ka^ 
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CERTIFICATES. 

I e«rtify ihMi tai examination of th« reoords of th« Commissioner's Office shows the following faets as to the 
asssssmeot and payment of the tax: 



HjJt% «r tiXtATWM. 


aadpaiMonand. 


IM. 


YMb 


Montk. 


rtt». 


line. 


AsMont. 


I»t.i.id. 


DilfiMlB 
vMekpaid. 
















$. 




























' 
































- 

















































































A$te$tmmU CUrk, InUmal IUmmu Bm 









Xiad. 


Nmabw. 




««.--. 


^ 


iripMUtexitMBp,iteto: 


To VMK Mto <n Mon. 




SHtalnimlMr. 


-223^ 












9 






' 


















4 




















• 1 


















— . 


. 



















SdbMiOA Kvmber ^^. 



District. 



Alkfired or Rejected Number.. 
Claimant . — . — 
Address 



Examined and stthmitted for action.. 



claimed... $.. 



Amount aUowed.^ $.. 



Amount rejected — $ — 
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Page 145 

Five-year limitation.— It has been stated that notwith- 
standing Section 250 (d), the government may at any time 
bring a common law action to recover, whenever by accident, 
mistake or fraud it has not received full payment of taxes. The 
1918 law, however, limits the right of the government to an ac- 
tion unless a claim of fraud is sustained. If through accident 
or mistake the government has failed to collect any amount of 
income or excess profits tax due, it cannot bring an action to 
recover the same after five years have elapsed from the time 
the return was made. 

Page 146 

Refunds 

The following regulation sets forth the detailed procedure 
when a taxpayer makes claim for the refund of taxes or 
penalties erroneously collected by the government after suit 
has been brought. 

Claim for refund of sums recovered by suit. — 

Regulation, (a) Claims by taxpayers for the amount of a 
judgment representing taxes or penalties erroneously collected should 
be made on form 46. The claimant should state the grounds of his 
claim under oath, giving the names of all the parties to the suit, the 
cause of action, the date of its commencement, the date of the judg- 
ment, the court in which it was recovered, and its amount. To this 
affidavit there should be annexed a certified copy of the final judg- 
ment, a certificate of probable cause, and an itemized bill of the costs 
paid receipted by the clerk or other proper officer of the court, to- 
gether with a certified copy of the docket entries of the court in the 
case or so much thereof as may be required by the Commissioner. 
When a recovery is had in any suit or proceeding against a collector 
or other officer of the revenue for any act done by him, or for the 
recovery of any money exacted by or paid to him and by him paid 
into the Treasury, in the performance of his official duty, and the 
court certifies that there was probable cause for the act done by the 
collector or other officer, or that he acted under the directions of the 
Secretary of the Treasury, or other proper officer of the government;. 
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no execution shall issue against such collector or other officer, but the 
amount so recovered shall, upon final judgment, be provided for and 
paid out of the proper appropriation from the Treasury. See Sec- 
tion 989 of the revised statutes, (b) If the judgment debtor shall 
have already paid the amount recovered against him, the claim should 
be made in his name. There should also be a certificate of the clerk 
of the court in which the judgment was recovered (or other satis- 
factory evidence), showing that the judgment has been satisfied and 
specifying the exact sum paid in its satisfaction, with a detail of all 
items of <:osts which were paid by the judgment debtor or for which 
he is liable. (Reg. No. 45, Article 1036.) 

Page 153 
Understatements 

On page 153 the statement is made that care should be 
taken to produce evidence that no negligence was involved 
in the event that an understatement was made in a return. 
The following regulation is therefore of particular interest: 

Pensdty for understated return. — 

Regulation, (a) If an understatement of the amount of the tax 
in a return of income is due to negligence on the part of the taxpayer, 
but without intent to defraud, a penalty of 5 per cent of the amount 
of the deficiency is added; but (b) if the understatement of the tax 
is false with intent to evade the tax, a penalty of 50 per cent of the 
amount of the deficiency is added, (c) In case a false or fraudu- 
lent return is willfully made, other than as specified in (b) above, a 
penalty of 50 per cent of the amount of the tax is added. In general, 
negligence is attributable to the taxpayer if he computes the tax in 
disregard of the instructions on the return form or otherwise incor- 
rectly, unless he can show that his error was due to an honest mis- 
understanding of the facts or the law of which an average reasonable 
man might be capable. (Reg. No. 45, Article 1005.) 

It will be noted that if the mistake is one *'of which an 
average man might be capa'ble," the 5 per cent penalty will 
not be imposed. It is obvious that the penalty will not be 
assessed when arithmetical or other errors have been made, 
provided only they are such errors as the average man might 
make. 
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In view of the complexities and ambiguities of the law 
which are recognized by the Department itself, no reasonably 
careful person need fear this penalty. Of course, if a mistake 
is made which results in a very large understatement of the 
tax, the whole burden of proof will be placed upon the tax- 
payer to show that he was not on notice that a mistake had 
probably been made, because there are numerous methods 
of approximating the amount of tax due upon a given amount 
of net income. 



CHAPTER VI 

INFORMATION AT THE SOURCE 

Page 162 

Information at the source. — ^The following regulation re- 
garding information which must be submitted by employers is 
of interest. 

Regulation. The names of all employees to whom payments 
exceeding $1,000 a year are made, whether such total sum is made 
up of wages, salaries, commissions or compensation in any other 
form, must be reported. Heads of branch offices and subcontractors 
employing labor, who keep the only complete record of payments 
therefor, should file returns of information in regard to such pay- 
ments directly with the Commissioner. When both main office and. 
branch office have adequate records, the return should be filed by the 
main office. In the case of an employer having a large number of 
employees who are moved from place to place as the exigencies of 
the service require, and who consequently has no complete record of 
annual payments to them at any one place, the salary of two represen- 
tative months may be taken to establish a fair monthly wage, and un- 
less the yearly payments based on this estimate in the case of an em- 
ployee amounts to $1,000 or more, nonreturn of payments to such e!h- 
ployee is required. When living quarters such as camps are fur- 
nished for the convenience of the employer, the ratable cost need not 
be added to the cash compensation of the employee in determining 
whether it equals $i,<5oo annually. But where a person receives as 
compensation for services rendered a salary and in addition thereto 
living quarters, the value to such person of the quarters furnished 
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constitutes income subject to tax, and a return of information is re- 
quired in such case where the cash compensation received plus the 
value of living quarters furnished equals $i,ooo for the year. (Reg. 
No. 45, Article 1072.) 

The law, Section. 256, would seem to require that pay- 
ments to corporations must be reported. Form 1099 (P^S^ 
163) also can be interpreted the same way, but the regula- 
tions distinctly state that payments made to corporations and 
payments of rent made to real estate agents need not be re- 
ported. 

Cases where no return of information is required. — 
Regulation. Payments of the following character, although 
over $1,000, need not be reported in returns of information on form 
1099 (revised) : (a) payments of interest on obligations of the 
United States; (b) dividends paid by domestic or resident corpora- 
tions; (c) payments by a broker to his custpmers; (d) payments made 
to corporations; (e) bills paid for merchandise, telegrams, telephone, 
freight storage and similar charges; (f) payments to employees for 
board and lodging while traveling in the course of their employment ; 
(g) annuities representing the return of capital; (h) payments of 
rent made to real estate agents (but the agent must report payments 
to the landlord if they amount to $1,000 or more annually) ; (i) pay- 
ments made by branches of business houses located in foreign coun- 
tries to alien employees serving in foreign countries; and (j) pay- 
ments made by the United States Government to sailors and soldiers 
not in excess of $3,500. (Reg. No. 45, Article 1073.) 

As stated elsewhere (page 1006), extensions of time for cer- 
tain returns of income have been granted for a period not ex- 
xeeding 90 days after the proclamation of peace. Article 444, 
which relates to enemies, provides "this extension, however, 
does not authorize any delay in filing returns of information." 

Page 167 

Procedure in handling foreign items. — It will be noted 
that substitute certificates are not provided for in Regulations 
No. 45, which are as follows: 

Regulation. In the case of collections of foreign items, regard- 
less of amount, the original ownership certificates, when duly filed. 
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shall constitute and be treated as returns of information, (a) In 
the case of dividends, as to which the first bank or collecting agent 
is the source of information, it shall detach the ownership certificate 
and indorse on the item the words, "Certificate detached and informa- 
tion furnished," adding its name and address. When foreign items 
have been indorsed as above prescribed, the certificates shall be for- 
warded to the Commissioner (Sorting Division) on or before the 
20th day of the month following that during which the items were 
accepted, accompanied by a letter of transmittal showing the number 
of certificates and the aggregate amount of foreign items disclosed 
thereon, (b) In the case of interest items, as to which the paying 
agent or the last bank or collecting agent in this country is the 
source of information, the ownership certificate shall accompany the 
coupon to such agent or source of information, who shall forward 
the ownership certificate to the Commissioner as above provided 
with respect to dividend items. Where ownership certificate form* 
1000 (revised) is used, a monthly return shall be made on form 1012 
(revised) and an annual return on form 1013 (revised). The use of 
substitute certificates is not permitted in the collection of foreign 
items. (Reg. No. 45, Article 1078.) 

Page 168 

Information as to actusd owner. — The specific penalties 
for failure or refusal to furnish information have been in- 
creased. 

Specific penalties. — 

Regulation. A penalty of not more than $1,000 attaches for 
failure punctually to make a required return, whether of income, 
withholding or information, or to pay or collect a required tax. If 
the failure is willful, however, or an attempt is made to defeat or 
evade the tax, the offender is liable to imprisonment and to a fine of 
not more than $10,000 and costs. See also the act of July 5, 1884.' 
In addition to these specific penalties ad valorem penalties are imposed 
in various cases. An ad valorem penalty is assessed and collected as 
a part of the tax, while a specific penalty is recoverable only by suit. 
(Reg. No. 45, Article 1041.) 
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ANNUAL INFORMATION RETURN 

OF 

PAYMENTS OF INTEREST, SALARIES, RENT, ETC, OF $1,000 OR MORE 
For Calendar Year 1918 



THIS ItlETURN. 

ACCOMPANIED BY 

REPORTS ON 

FORMIOM, 

MUSTBEMAn&TO 

THE COMMISSIONER 

OF 

INTERNAL REVENUE. 

SORTING DIVISION. 

WASHINGTON. D.C« 

ON OR BEFORE 

MARCH IS» If If 



(V»m» of pMaoo or orgaaissUoo by whom paymcatt war* mad*) 



^(Stmt tad munlMr or nu»l roaU) 



Cuana or Zncoms 



Interest, rant, Mikriet, wages, premiums, annuities, compensati<m, remuneration, 
emoluments, or other fixed or determinable gains, profits, and income of $1,000 



INSTRUCTIONS 

Every individual or oiganiiation. in whatever capMitr acting, who made payments of income as described above during the calendar 
yearlflStoanyindividualdtizenorrecidentof the United States, or domestic partnership, is required to render a return on thiaiorm on 
or before March 15, 1919. 

The return should be accompanied by repots on Fonn 1099, ahowiiut the name and business address of the person or crganiaataoa 
by^whom the payments were made, the fuU name and address of each individual o ' * ' ' * " 
kind of income paid, and the amount. 



1 or partnMship to whom the payments were made, the 



FUrtnershlps anA personal service corporations should prepare reports on Form 1099 for eadi member of the partnenbip or pegsonal 
service corpnation. Fiduciaries should make these reports for each beneficiary of the eetate <a trust. In these cases the word 
"partnerddp," " personal service ctnpontaon," or " fiduciary" should be entered on ihe blank line on Form 1099. Income tax returns 
of partnerships, personal service corp<»ation8, and fidudaxies accompanied by repots on Form 1099 should be filed with this CoUtetor o/ 
Internal Revenut on or bdlore Ibidi 15, 1919. 

JUporU on Form 1099 art not required in the following ea$e$: 

1. Interest on the obligationa of the United States, of States. Territories, or political subdlvisioiw thereof or of the IMstrici of 
Columbia and compensation paid officers and employees by a State or pditical subdivision thered toi personal senrioes. 

2. Dividends paid by domestic or resident corporations (not indu^Bng earnings of personal service corporations). 
8. Flayments by broken to their customers. 

4. Bills paid for merrhyidise, telegrams, telei^ne, freifl^t, ston«e, and similar diaige^ 

5. Amounts paid to empk>yees for expenses incurred in business. 

6. Fkemiums paid to insurance ctmipanies. 

7. Annuities representing return of capital. . • 

8. Interest accrued on bank deposits if not credited. 

9. Bent paid to real eetate agents (but the agent must report payments of rent made to the landlord if they amount in the 
aggregate to fl.OOO or more for the year). 

10. Payments made by domestic establishments or foreign brandi houses thereof to nonresident alieii employees for services 
performed entirely in foreign countries. 

11. Salaiy or craipensation of $3,500 or less paid for active SOTvices to persons in the military or naval forces of the United StatesL 

12. Interest on bonds of dmnestic and fweign corporations. (See Forms 1012 and 1096A.) 

IS. Salaries, wag^ etc., paid to nonresident alien individuals and foreign corporations. (See Form 1042.) 

The* name and alddress of the individual or oiganizaUon making reports on Form 1099 may be printed or stamped on each form, 
"but tihe return F<»m 1096 must be made under oath. 



I swear (or affirm) that to the best of my knowledge and beli^ the foregoing return and the acctnnpanying reports Constitute a true 
and complete statement of payments of the above-described classes of income made by the person or oiganization named at the head 
of this return during^the calendar year 1918. 



Sworn to and subscribed before me this . 
of '. . 19 



.day 



(SisnMore.) 



Oovonunaiit buTMU or 



owner, menflwr of flnn, or dlibaniaf oAa 
oflloo, or if oOoer of cor^onOon glTotttto.} 



(yignftture.) 



(SUM addrcot o( ptnoQ signing if diflercnt froiB Uiftt stToa St lM«d of roton.) 
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Form lOMA-UNTTED STATES INTERNAL REVENTTE SERVICE 



MONTHLY INFORMATION RETURN 

PAYMENTS OF INTEREST ON BONDS OF DOMESTIC AND FOREIGN CORPORATIONS AND 
COUNTRIES AND DIVIDENDS ON STOCK OF FOREIGN CORPORATIONS 







FOR MONTH OF 


, 1919 










THBIETWIH. 
ICCOMPAMEOBT 

amnam on foxn 

m AND IMIA. 
nSI BE MAILED TO 
THE COMMISSIONER OF 
WTEINAL REVENUE 
SORTING DIVBIC^ 
1 ASHWCTON. 0. (L 
ON OR REFORE Tlffi 
2M DAT OF THE MONTH 
SOCCEEDING THAT 








(Date f«celv*d) 


(Name o( debtor orKanlzatioD) 




(FoUpost^fflce address) 




% (Name ot bank or paying ag|pt) 




FOR WHICH MADE 


(Full post-offlce address) 




CUUB8 or Ixcom 


NWMBBB OF 

Certipicates 


TOTAL Amount os 

PATMBim 


A. Interest on bonds and 


Other similar obligations of domestic and resident 

tM «^ not wilhhnM at oniirrA) ,.,, 


(FORM 1001) 


1 
















B. iDterest on bonds of foreign corporations and countries and dividends on stock 
nf foreign ooiporationf ..,..., 


(FORM WOU) 


f 

















INSTRUCTIONS 

A. A certificate on Form 1001 should accompany this return for every payment of interest on bonds and other simHar oblijfaUons 0/ 

domesHe and resident corporations, under the following conditions: ^ 

1. Interest on bonds vith tax-free-covenant claxtses paid to citizens and residents of the United States (individuals and fiduciaries) 

(daioune personal exemption, domestic and resident corporations, and foreign corporations having an oflSce or place of busi- 
ness in the United States. 
In the absence of ownership certificates made by individual owners of tax-free registered bonds the debtor organization shall 
prepare reports on Form 1000 and forward them to the collector with return Form 1012. If owned by a domestic corport- 
tion, or foreHm corporation having an office or place of business in the United States, reports on Form 1001 should bis 
prepared. \Vhen so used the forms need not be signed. 

2. Interest on bonds vritkout tax-free-covenant clauses paid to citizens and residents of the United States (individuals and fiduciaries). 

domestic and resident partnerships and corporations, nonresident alien partnerBhips, and foreign corporations having as 
office or place of business in the United States. 

Jr the case of registered bonds not having tax-free-covenant clauses the debtor organization will prepare reports (m Form 1001 
and forward them with this return to the Commiasioner. When, so used the form (1001) need not be signed. 

Beaident collecting agents, responsible banks and bankers receiving interest coupons presented by individual (^tisens or 
residents of the United States for collection, may detach Certificate Form 1001 and forward it directly to the Com- 
missioner of Internal Revenue, provided Certificate Form 105S (revised) is substituted for the certificate detached. 
Substitute certificates, Form 1058, should be included by the debtor corporation on line A, in the column ''Number 
of Certificates." 

B, A certificate on Fomt lOOlA should be required by individuals, partnerships, and corporations undertaking as a matter of busi- 

" ness or for profit the collection of interest on bonds of foreign corporations and courUries and dividends on stock of foreign corpora- 
ftOTU by means of coupons, checks, or bills of exchange for citizens and residents of the United States (individuals and fiduciaries), 
domestic and resident partnerships and corporations, and nonresident alien individuals, partnerships, and corporations. 
If the pavments connst of interest on bonds (and there is no paying agent in the United States), the last bank or collecting agent 
handling the item shall detach the certificate. Form lOOlA, and forward it directiy to the Commissioner of Internal Revenue, 
accompanied by a return on this form. 
If the pavments condst of dividencU on stock of foreign corporations, the first bank or collecting agent receiviiu; the certificate 
(Form lOOlA) is required to detach and forward it directly to the Commissioner of Internal Revenue. The first bank diall 
indorse up(>n the foreign item "Certificate detached and information furnished (insert name and address of licensee)." Sub- 
stitute certifi(»tee are not permitted to be used in the case of foreign items. 
If bonds are owned. jointly, separate certificates should be made by or for each joint owner. Fiduciaries must enter on the certificates 
nnder "Owner of bonds'* the name of estate, trust, or beneficiary on behalf of whom the exemption is claimed. Licensed banks and 
collecting agents not acting as withholding or paying agents for debtor organizations may file one return on this form, making no 
entries in the spaces at tiie head of the form for name and address of debtor organization. 

1 CKimrT that the foregoing return and the accompanying;; certificates constitute a true and complete statement of payments of the 
'above-described classes of income made by the person or ojs%mzation named at the head of this return, during the month stated above. 



Dated. 



(Signature) 



(Capacity in wtdcti aclih?) 
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Tout im^mnKD states intxhnal revenue sbrvics. 

INFORMATION RETURN OF SUBSIDIARY OR AFFIUATED CORPORATION 

WHOSE NET INCOME AND INVESTED CAPITAL ARE INaUDED IN RETURN OF A PARENT OR PRINCIPAL 
REPORTING CORPORATION FOR PURPOSES OF INCOME AND PROFITS TAXES 

FOR CALENDAR YEAR 1918 



MvlBaFilea 
Oii«rBel«e 


Pisctl period began „. ... 


OR 

._ and ended.... 




_,1918 


(DtfeRecehed) 


March IS, 1919 
rmitiieConeclor 






•f lotenid Revenue 
FertiieDulricth 
WUchtiieSalmdiary 
•r Afiliated Corpen- 
tioahuittPrindptl 
Oftce. 






(Btnet and number.) 




(Otyortown.) 




(Bute.) 







1. Date incorporated.. 

2. Kind of business 



Under laws of what State t.- 



3. Par value of capital stock outstanding at beginning of taxable year: (a) conunon, $ 

(6) preferred, $~^ 

4. Par Value of capital stock hdd during the taxable year by (a) the parent corporation or (5) the same interest: 



PmOBS V nttTAXABtl 
TBAB DvnNO> WlOCR TBK 

Stock Hslo Rxiuihkd 


Pas VALtn or Stock. 


Pkkiods m rat Taxable 
Year Dosoto Wmca tbb 
Stock Held Rkmainkd 
Unchanokd. 


Pas VALtn or Stock. 


noM- 


«v- 


COXMON. 


PBXrZKUD. 


ntOM— 


TO— 


CoimoN. 


Pbetekbeo. 






f , 


• . . 






$ 


% . . ^ . .. . L...L 









































































1 




V :• 



NoTS.— All stock Bhoxdd be designated as voting ("v.") or nonvoting ("n. v."). 

5. Name of parent corporation . 

6. Address of parent corporation . 

7. Internal revenue district in which consolidated return has been filed . 

(Olve diatriot, or dty and State.) 

8. If affiliation occurs through ownership of stock by the same interests, attach to this f orin a list showing the names 

and addresses of stockholders and amount and description of stock held'by each. 

9. State amount of income and profits taxes for the taxable year apportioned to the subsidiary or affiliated cor- 

poration marking this return.-.*. $ 

We, the undersigned, president and treasurer of the above-named subsidiary or affiliated corporation, being 
severally dulv sworn, each for hims^ deposes and says that the foregoing return, including the aceompaujring 
list (if any)^ has been examined by him and is to the best of his knowledge and belief a true and complete retiun 
of information made in good faith pursuant to the Kevenue Act of 1918 and the r^ulations thereunder. 

SwoBN to and subscribed before me this 



day of... 



, 19... 



President. 



(Name of officer.) 



Treasurer. 
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♦ Page 171 

Forms of ownership certificates. — ^The table on page 171 
states that form looi is to be used by domestic partnerships in 
connection with tax-free bonds. The regulations provide that 
domestic partnerships shall use form 1000 when no personal 
exemption or credit is claimed against interest on such bonds, 
in which case form looi would be used. 

The regulations provide that form looiA revised must 
be used for foreign items. The regulations also provide that 
in certain cases form 1000 revised shall be used. In the table 
on page 171 the statement is made that form 1 071 be used for 
non-resident alien individuals, foreign partnerships and for- 
eign corporations, having no office or place of business in the 
United States. It would appear that form 1071 has been 
eliminated and therefore non-resident aliens should use the 
forms prescribed for citizens or residents of the United States. 

Ownership certificates for foreign items. — 

Regulations. Where bonds of foreign countries, or bonds or 
stocks of non-resident foreign corporations, are owned by citizens or 
residents of the United States, individual or fiduciary, or by domestic 
or resident corporations or partnerships, or by non-resident alien 
individuals, corporations or partnerships, ownership certificate looi A 
(revised) shall be executed by the actual owner or by his duly au- 
thorized agent when presenting the item for collection, whether such 
item is a dividend or an interest payment, except in the case of a 
foreign country or a foreign corporation having a paying agent in 
this country and issuing bonds which contain a tax-free covenant 
clause. In such a case the paying agent is required to withhold the 
normal tax upon the interest on such bonds, and ownership certifi- 
cate form 1000 (revised) should be used, unless the owner (if so 
entitled) desires to claim exemption, in which case form looi A (re- 
vised) should be filed. (Reg. No. 45, Article 1077.) 
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CHAPTER VII 

PAYMENT OF TAX AT SOURCE 

Page 176 

Release of excess taxes withheld. — Regulations No. 45 
cover the procedure in connection with the release by with- 
holding agents of excess amounts withheld. 

Regulation. Any sum withheld for tax since December 31, 191 7, 
in excess of the amount prescribed by the revenue act of 1918, shall 
be released by the withholding agent and paid over to the person from 
whom it was withheld or his proper representative. With refer- 
ence to how a debtor corporation may release and pay over the 
amount of tax so withheld in a case where a bank or other collection 
agency detached the ownership certificate which accompanied an in- 
terest coupon and substituted its own certificate (form 1059), which 
does not disclose the name and address of the bond owner, in such 
cases the withholding agent shall request the bank or collection 
agency to disclose the name and address of the owner of the bonds, 
as shown by the original certificate, and it shall be the duty of the 
bank or collection agency to make such disclosure to the withholding 
agent. Where withholding agents have so released any excess of 
tax, an itemized statement showing the names, addresses and amounts 
refunded should be attached to the annual list returns (form 1013), 
in order to reconcile any discrepancy between the aggregate amount 
of taxes returned as shown by the monthly list returns (form 1012) 
and the aggregate amount as shown by the annual list return. (Reg. 
No. 45, Article 369.) 

Page 177 

Exemption from withholding. — ^Article 362, Reg. No. 45, 
suggests that the resident alien should file form 1078 with 
coupons as well as the usual certificate. 

Article 601 requires foreign corporations having an office 
or place of business in the United States to file certificates 
stating that fact in addition to the usual ownership certificate. 

Regulations. Withholding from interest on bonds or other ob- 
ligations containing a tax-free covenant shall not be reqiiired in the 
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case of a citizen or resident alien individual if he files with the with- 
holding agent when presenting interest coupons for payment, or not 
later than February first following the taxable year, an ownership 
certificate on form looi (revised) claiming a personal exemption or 
credit for dependents. To avoid inconvenience a resident alien in- 
dividual should file a certificate of residence on form 1078 (revised) 
with withholding agents, who shall forward such certificates to the 
Commissioner (Sorting Division) with a letter of transmittal. Not- 
withstanding the provisions of Section 217 of the statute, withholding 
is required from income of a non-resident individual. No withhold- 
ing from corporate dividends is required in any case. The income of 
domestic and resident foreign corporations is free from withholding. 
(Reg. No. 45, Article 362.) 

Withholding in the case of non-resident foreign 
corporations. 

With respect to payments to foreign corporations not engaged 
in trade or business within the United States and not having any 
office or place of business therein, withholding is required of a tax of 
2 per cent in the case of interest payable upon corporate bonds or 
other obligations containing a tax-free covenant clause, and of a tax 
of 10 per cent in the case of other fixed or determinable annual or 
periodical income, other than corporate dividends. To enable debtors 
in the United States to distinguish between foreign corporations which 
have and those which have not any office or place of business in the 
United States, and also to enable such corporations as have an office or 
place of business in the United States to claim exemption from with- 
holding the tax on bond interest or other income, a certificate stat- 
ing that any such corporation has an office or place of business in 
the United States should be filed by it with the debtor. (Reg. No. 
45, Article 601.) 

Page 178 
Payment of tax withheld at the source. — The following 
extract from the Income Tax Primer, 19 19, sets forth the pro- 
cedure regarding the return and payment of tax withheld at 
the source. It will be noted that there is no provision for mak- 
ing payment in instalments and it will also be noted that the 
time for filing withholding returns has been extended to May 

i5> 1919- 

Ruling. How is tax withheld at the source to be returned and 
paid? 
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Tax withheld from income other than interest on corporate obli- 
gations shall be reported to the collector of internal revenue for 
your district on income tax form 1042 revised, accompanied by 
certificate 1098 revised, covering each item in the return, on or before 
March i of the year next succeeding the year during which the with- 
holding occurred. Tax withheld from interest on corporate obliga- 
tions shall be reported to the collector on form 1012 revised, within 
20 days after the close of the month during which the withholding 
occurred, and summary of such monthly returns shall be made to the 
collector on or before March i on form 1013 revised. 

Payment of the amount of tax assessed against a withholding 
return shall be made to the collector of internal revenue in whose 
district the withholding agent is located. Such payment is to be 
made on or before June 15 of the year in which the withholding 
return is required to be filed. 

The time for filing withholding returns for 1918 has been ex- 
tended by Treasury Decision 2796 to May 15, 1919. (Income Tax 
Primer, 19 19, question 120.) 
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CHAPTER VIII 

INCOME IN GENERAL 

Page 191 

Methods of accounting. — On page 191 et seq, will be 
found comments on the various provisions of the 1918 law, 
the purport of which is to assemble within a certain taxable 
period all of the taxpayer's income and deductions for such 
period, whether received, paid, accrued or incurred. The fol- 
lowing regulations set forth in greater detail the policy of the 
Department. 

Bases of computation. — 

Regulations. Approved standard methods of accounting will 
ordinarily be regarded as clearly reflecting income. A method of ac- 
counting will not, however, be regarded as clearly reflecting income 
unless all items of gross income and all deductions are treated with 
reasonable consistency. See Section 200 of the statute for definitions 
of "paid," "paid or accrued," and "paid or incurred." All items of 
gross income shall be included in the gross income for the taxable 
year in which they are received by the taxpayer, and deductions taken 
accordingly, unless in order clearly to reflect income such amounts 
are to be properly accounted for as of a different period. See Sec- 
tion 213 of the statute. A taxpayer is deemed to have received items 
of gross income which have been credited or made available to him 
without restriction. On the other hand, appreciation in value of prop- 
erty is not even an accrual of income to a taxpayer prior to the reali- 
zation of such appreciation through conversion of the property. (Reg. 
No. 45, Article 23.) 

Page 191 

Accounting period. — 

The return of a taxpayer is made and his income computed for 
his "taxable year" which means his fiscal year, or the calendar year 
if he has not established a fiscal year. The term "fiscal year" means 
an accounting period of twelve months ending on the last day of any 
month other than December. No fiscal year will, however, be recog- 
nized unless before its close it was definitely established as an ac- 
counting period by the taxpayer and the books of such taxpayer were 
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kept in accordance therewith. The taxable year 1918 is the calendar 
year 191 8, or any fiscal year ending during the calendar year 1918. 
A taxpayer shall make his return for the taxable year 1918 on the 
basis of his annual accounting period (fiscal or calendar year), even 
though a part of such accounting period was included in a period for 
which he had previously made return. Thus- an individual whose ac- 
counting period ended June 30, 19 18, and who had previously made a 
return for the calendar year 1917, should make a complete return in 
accordance with the provisions of the statute for the twelve months 
ending June 30, 1918. .... A taxpayer making his first return for 
income tax shall make such return on the basis of his annual account- 
ing period. Except in the cases of a return for the taxable year 1918 
and of a first return for income tax, a taxpayer shall make his return 
on the basis (fiscal or calendar year) upon which he made his return 
for the taxable year immediately preceding unless, with the approval 
of the Commissioner, he has changed the basis of computing his net 
income. (Reg. No. 45, Article 25.) 

Time for deduction of charges. — 

Each year's return, so far as practicable, both as to g^oss in- 
come and deductions therefrom, should be complete in itself, and 
taxpayers are expected to make every reasonable effort to ascertain 
the facts necessary to make a correct return. The expenses, lia- 
bilities or deficit of one year cannot be used to reduce the income 
of a subsequent year. A person making returns on an accrued basis 
has the right to deduct all authorized allowances, whether paid in 
cash or set up as a liability, and it follows that if he does not within 
any year pay or accrue certain of his expenses, interest, taxes or 
other charges, and makes no deduction therefor, he cannot deduct 
from the income of the next or any subsequent year any amounts 
then paid in liquidation of the previous year's liabilities. A loss 
from theft or embezzlement occurring in one year and discovered in 
another is deductible only for the year of its occurrence. Any 
amount paid pursuant to a judgment or otherwise on account of dam- 
ages for personal injuries, patent infringement or otherwise is deduct- 
ible from gross income when the claim is liquidated or put in judg- 
ment or actually paid, less any amount of such damages as may have 
been compensated for by insurance or otherwise. If subsequently 
thereto, however, a taxpayer has for the first time ascertained the 
amount of a loss sustained during a prior taxable year and not de- 
ducted from the gross income therefor, he may render an amended 
return for such preceding taxable year, including such amount of 
loss in the deductions from gross income, and may file a claim for 
refund of the excess tax paid by reason of the failure to deduct such 
loss in the original return. See Section 252 of the statute and 
Articles 1031-1036. (Reg. No. 45, Article iii.) 
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Page 194 

Changing from cash to accrual method. — The atti- 
tude of the Department regarding the acceptance of amended 
returns in case taxpayers desire to change from cash to an 
accrual basis, is well indicated by the following ruling : 

Ruling. Receipt is acknowledged of your letter of February 8, 
1919, in which you state: 

"On January i, 1918, we changed our method of handling discount 
and interest on time loans. Up to this time all discount and interest 
charged on loans had been credited directly to discount and interest, 
but at this date the actual amount of discount and interest, which 
had been so credited and was still unearned, was ascertained, credited 
to unearned account on our books, and thereafter all discount and 
interest collected in advance was credited to this account, our dis- 
count earned receiving credit for each day's actual earnings." 

You ask to be advised what course you should pursue in the 
preparation of your income and war excess profits tax returns for the 
year 1918. The method of treating discount and interest on time 
loans adopted by you on January i, 1918, has been generally recog- 
nized as the correct method of computing such income, and the 
Comptroller of the Currency has suggested the adoption of this 
method by all national banks. The amount of income from discount 
and interest on time loans which you should report for the year 1918 
is the amount of such income actually earned during, that year, and 
as the amount of such income for the year 1917 and years prior thereto 
has been computed and reported upon a different method, amended 
returns should be filed showing the correct amount of such income 
for each year back to 1909, inclusive, or to the date of the organiza- 
tion of your bank, if it was organized subsequent to 1909. (Letter 
to a National Bank, signed by Commissioner Daniel C. Roper, and 
dated February 11, 1919.) 

All that is required is reasonably accurate amended returns. 
A close estimate can be made without very rnuch labor, and 
will serve quite as well as if a recomputation were made of 
every item which affected more than one taxable year. 



Digitized by VjOOQIC 



1078 INCOME TAX PROCEDURE SUPPLEMENT 

CHAPTER IX 

INCOME FROM PERSONAL SERVICES 

Page 203 

Income received and later refunded. — During 19 18 there 
were certain cases where compensation received by employees 
during the previous year was held by the Alien Property Cus- 
todian to have been excessive and such employees were re- 
quired to return the amounts alleged to have been excessive. 
The employees had reported the compensation in 191 7 and 
had paid the tax thereon. In such cases the proper procedure 
would be for the employees to file amended returns for 191 7 
and set forth the facts of the case which would indicate that 
an excessive amount of income had been returned and that a 
refund was in order. 

Page 208 
Share of taxes payable by employee. — On page 210 ref- 
erence is made to a formula for determining the tax to be paid 
when the compensation of an employee who has an interest 
in the profits is a taxable expense. The following illustra- 
tions contain as simple a method as can be devised for arriving 
at the desired result. 
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Page 215 

Campensation in the form of deductions, etc. — ^Article 32, 
Reg. No. 45, amplifies former rulings in connection with pen- 
sions and other items of personal services. 

Compensation for personal services. — 

Regulation. Where no determination of compensation is had 
until the completion of the services, the amount received is ordinarily 
income for the calendar year of its determination or receipt. Where 
services are paid for with something other than money, the fair mar- 
ket value of the thing taken in payment is the amount to be included 
as income. If the services were rendered at a stipulated price, in 
the absence of evidence to the contrary such price will be presumed 
to be the fair value of the compensation received. Commissions paid 
salesmen, compensation for services on the basis of a percentage of 
profits, commissions on insurance premiums, retired pay of federal 
and other officers, and pensions or retiring allowances paid by the 
United States or private persons, are income to the recipients ; as are 
also marriage fees, baptismal offerings, and so-called gifts and con- 
tributions received by a clergyman, evangelist or religious worker for 
services rendered. Premiums paid by an employer on accident or 
health policies in favor of his employees as additional compensation 
of such employees are income to the employees. Compensation paid 
an employee of a corporation in its stock is to be treated as if the 
corporation sold the stock for its market value and paid the employee 
in cash. (Reg. No. 45, Article 32.) 



CHAPTER X 

INCOME FROM BUSINESS 

Page 219 

Computation of income of contractors. — Regulations No. 
45 are substantially the same as former procedure except that 
Article 33 contains the following additional clause: "Upon 
the completion of the contract if it is found that as a result 
of such estimate or apportionment the income of any year or 
years has been overstated or understated, the taxpayer should 
file amended returns for such year or years." 
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Page 220 

Inventories. — Regulations No. 45 cover in considerable 
detail the requirements of the Department in respect of inven- 
tories. There is no special difference between the regulations 
and the comments on page 220 et seq. It may be noted, how- 
ever, that Article 1584 rules that market "means the current 
bid price prevailing at the date of the inventory." Later 
on, however, in the same article it is recognized that abnormal 
conditions prevent the usual procedure regarding the determi- 
nation of market prices. Generally speaking, an inventory 
based on current bid prices would enable most inventories 
taken on November 30, 19 18, and subsequently to be priced 
very low as in many commodities the bid prices were based on 
over-stocks. The definition in the regulations, therefore, 
should not be taken literally but should be used in connection 
with the context. 

Valuations of inventories. — 

Regulations.^ Inventories should be valued at (a) cost or (b) 
cost or market whichever is lower. Whichever basis was adopted by a 
taxpayer in respect of the taxable year 19 17 must be continued unless 
upon application to the Commissioner permission is granted to change. 
If basis (b) is used it must be applied to each item in the inventory 
and not to a part only. Inventories should be recorded in a legible 
manner and properly computed and summarized and should be pre- 
served as a part of the accounting records of the taxpayer. (Reg. 
No. 45, Article 1582.) 

Inventories at cost. — 

Cost means : 

(i) In the case of merchandise purchased, the invoice price less 
trade or other discounts except strictly cash discounts approximat- 
ing a fair interest rate, which may be deducted or not at the option of 
the taxpayer provided a consistent course is followed. To this net 
invoice price should be added transportation or other necessary 
charges incurred in acquiring possession of the goods. Goods taken 
in the inventory which have been so intermingled that they cannot 
be identified with specific invoices will be deemed to be the goods 
most recently purchased. 
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(2) In the case of merchandise produced by the taxpayer, (a) the 
cost of raw materials and supplies entering into or consumed in con- 
nection with the product, (b) expenditures for direct labor, (c) in- 
direct expenses incident to and necessary for the production of the 
particular article, including in such indirect expenses a reasonable 
proportion of management expenses, but not including any cost of 
selling or return on capital whether by way of interest or profit. 

In any industry in which the usual rules for computation of cost 
of production are inapplicable, costs may be approximated upon such., 
basis as may be reasonable and in conformity with established trade 
practice in the particular industry. (Reg. No. 45, Article 1583.) 

Inventories at market. — 

Market means the current bid price prevailing at the date of the 
inventory for the particular merchandise, and is applicable to goods 
purchased and on hand and to basic materials in goods in process of 
manufacture and in finished goods on hand, exclusive, however, of 
goods on hand or in process of manufacture for delivery upon firm 
sales contracts at fixed prices entered into before the date of the in- 
ventory. Where no open .market quotations are available the tax- 
payer must use such evidence of a fair market price as may be avail- 
able to him, such as specific transactions in reasonable volume entered 
into in good faith, or compensation paid for cancellation of contracts 
for purchase commitments. The burden of proof will rest upon the 
taxpayer in each case to satisfy the Commissioner of the correctness 
of the prices adopted. It is recognized that in the latter part of 1918, 
by reason among other things of governmental control not having 
been relinquished, conditions were abnormal and in many commodi- 
ties there was no such scale of trading as to establish a free market. 
In such a case, when a market has been established during the suc- 
ceeding year, a, claim may be filed in accordance with the provisions 
of Section 214 (a-12) of the statute for a recomputation of the net 
income of the preceding taxable year and an adjustment of the in- 
come and war excess profits taxes. (Reg. No. 45, Article 1584.) 

The foregoing regulations in recognizing abnormal con- 
ditions throw a considerable amount of responsibility on the 
good judgment and good faith of the taxpayer. As provided 
in the last sentences of Article 1584, it may be necessary to 
recompute the net income of the preceding taxable year. The 
article indicates that such computation would result in a claim 
for refund. The article, however, should also be construed 
to mean that if the taxpayer has made an estimate which 
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proves to have been entirely too low, the tax for the preceding 
year should be recomputed even though it results in consider- 
able additional payment to the government. 

In connection with an interpretation of the terms, (a) cost, 
(b) cost or market, whichever is lower, questions have arisen 
as to whether certain items in an inventory may be priced at 
cost (which is less than market) and other items of exactly 
the same kind, which cost more, will be reduced to market. 
For illustration, certain lots of pig iron niay have cost $20 per 
ton. Other lots may have cost $25 and additional lots may 
have cost $30. When inventory is taken the market price is 
$25. It has been urged that where the lots can be readily iden- 
tified the first lot should be kept at cost, viz., $20 per ton, the 
second lot should be kept at market, viz., $25 per ton, and the 
third lot should be marked down to market, viz., $25 per ton. 
If such a method has been followed ior many years, irrespec- 
tive of tax problems, there would be no objection to its con- 
tinuance but if it were adopted for the first time at the end of 
the taxable year 1918, the burden of proof would be thrown 
upon the taxpayer to show that the method adopted clearly 
reflected the net income for the year. 

The attitude of the Department towards the "inflated prices 
of the war period'* is indicated by the following letter : 

Ruling. In response to your inquiry as to the attitude of the 
Bureau of Internal Revenue toward the work of the Industrial Board 
of the Department of Commerce, I am glad to assure you not only 
of my sympathetic interest but of my earnest hope and belief that 
the board will be helpful to us in a large way. 

The bureau is desirous of administering intelligently and con- 
structively the relief provisions of the new revenue act in respect of 
shrinkages in inventory values, and realizes the difficulty of its task. 
I am, therefore, following with interest your board's plan to bridge 
the gap between the inflated prices of the war period and a normal 
scale of prices for general buying. As I understand it, you intend to 
accomplish this by joint study on the part of the government and the 
basic industries of the nation, as a result of which a normal scale of 
prices may be evolved and presented to national commerce as a fair 
and sound basis for government buying and the resumption of normal 
activity. 



Digitized by VjOOQIC 



INCOME TAX 1089 

The bureau will welcome from you evidence which will thus be 
made available as to post-war prices, and while it cannot be bound 
by the action of another branch of the government, we will give such 
evidence the full weight to which it is entitled in administering the 
tax law. (Letter to George N. Peek, Chairman, Industrial Board,^ 
Department of Commerce, from Commissioner Roper, March 15, 
1919.) 

Page 225 

Adjustment of inventories after close of taxable 
YEAR. — It has been urged that the measure of loss which may 
be claimed under Sections 214 (a-12) and 234 (a-14) con- 
sists of the difference between the sales price realized and the 
sales price which the goods were marked to sell at when the 
books were closed at the end of the taxable year. No such in- 
tention can be found in the law. It was intended that tax- 
payers should secure relief through shrinkage in market prices. 
The shrinkage related solely to the price paid by the taxpayer 
and covers the decline in the value of goods on a replacement 
basis. The only possible relation there could be to sales prices 
would be those cases where the shrinkage in the sales price 
is exactly the same as the shrinkage in the market price. 

Page 229 

Who are dealers in securities? — The new regulations 
are substantially the same as fornxer procedure, except that 
formerly to be a dealer the buying and selling of securities 
had to be the principal business of the taxpayer, whereas 
under the new regulations it is only necessary that the tax- 
payer be regularly engaged in buying and selling securities and 
provision is made for inventories in cases where the security 
business is merely a branch of the activities of the taxpayer. 

Inventories by dealers in securities. — 

Regulation. A dealer in securities, who in his books of account 
regularly inventories unsold securities on hand either (a) at cost or 
(b) at cost or market value whichever is lower, may make his return 
upon the basis upon which his accounts are kept; provided that a 
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description of the method employed shall be included in or attached to 
the return, that all the securities must be inventoried by the same 
method, and that such method must be adhered to in subsequent years, 
unless another be authorized by the Commissioner. For the purpose 
of this rule a dealer in securities is a merchant of securities, whether 
an individual, partnership or corporation, with an established place 
of business, regularly engaged in the purchase of securities and their 
resale to customers, that is, one who as a merchant buys securities 
and sells them to customers with a view to the gains and profits that 
may be derived therefrom. If such business is simply a branch of 
the activities carried on by such person, the securities inventoried as 
here provided may include only those held for purposes of resale 
and not for investment. Taxpayers who buy and sell or hold se- 
curities for investment or speculation, and not in the course of an es- 
tablished business, and officers of corporations and members of part- 
nerships, who in their individual capacities buy and sell securities, 
are not dealers in securities within the meaning of this rule. (Reg. 
No. 45, Article 1585.) 

Dealers in securities. — In preparing returns on form 
1040, the taxpayer who has qualified as a dealer in securities 
would not be required to enter the items of his business in 
block D, but would use block A. On line 3 there should be 
entered the sales price of all securities sold and on line 7 there 
would be entered the cost price of securities purchased. When 
the dealer has kept his books on an accrual basis and has taken 
inventories, Hues 8 and 10 should be used to record the inven- 
tories at the beginning and end of the year. If it is not 
feasible for a dealer in securities to enter the gross sales price 
in Hne 3, because his books show only gross profits, he should 
then enter the item of gross profits on line 3 and not attempt 
to set up the cost of securities held on line 7. This method is 
permissible as it reflects income of the taxpayer based on 
accepted accounting principles. 

But block A is not intended to be used by those who are 
not dealers in securities. Speculators or investors who may 
carry on many hundreds of transactions during the year must 
either qualify as dealers in securities (which they probably 
cannot) or they must report under block D. It has been urged 



Digitized by VjOOQIC 



INCOME TAX 



IO91 



that an active trader cannot readily prepare schedules show- 
ing the sales price and cost of all securities dealt in. If such 
trader kept books showing the details of each transaction 
and if he kept an account showing the gross profits or gross 
losses on each transaction, it might be permissible to use such 
totals in block D with an explanation that those figures agreed 
exactly with regular books of accounts kept by the taxpayer 
and open to the income tax inspectors. On the other hand, if 
such taxpayer did not keep regular sets of books which could 
readily be verified, the Department is fully justified in re- 
quiring the detail of every single transaction during the tax- 
able year. If some such compilation is not made, the taxpayer 
himself does not know what his profits or losses have been and 
if a compilation is made, there is no reason why a copy of it 
should not be attached to form 1040 in support of the totals 
carried into block D. 

Page 230 
Replacement funds. — T. D. 2706, April 25, 1918, provided 
for relief from inequitable taxation in cases where payment 
was received for property which under normal conditions 
would be immediately replaced. The decision related only to 
property destroyed through war hazards. Regulations No. 
45 widely extend the procedure to cover all losses to property 
through fire, storm or other casualty, or where property is 
taken under the right of eminent domain, etc. 

Loss OR DAMAGE RECOVERED. 

Regulation. In the case of property which has been lost or de- 
stroyed in whole or in part through fire, storm, shipwreck, or other 
casualty, or where the owner of property has lost or transferred title 
by reason of the exercise of the powers of requisition or eminent do- 
main, including cases where a voluntary transfer or conveyance is 
induced by reason of the fact that a technical requisition or condem- 
nation proceeding is imminent, the amount received by the owner as 
compensation for the property may show an excess over the value of 
the property on March i, 1913, or over its cost, if it was acquired after 
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that date (after making proper provision in either case for deprecia- 
tion to the date of the loss, damage or transfer). The transaction 
is not regarded as completed at this stage, however, if the taxpayer 
proceeds immediately in good faith to replace the property, or if 
he makes application to establish a replacement fund as provided 
in the following article. In such a case the gain, if any, is measured 
by the excess of the amount received over the amount actually and 
reasonably expended to replace or restore the property substantially 
in kind, exclusive of any expenditures for additions or betterments. 
The new or restored property effects a replacement in kind only to 
the extent that it serves the same purpose as the property which it 
replaces without added capacity or other element of additional value. 
Such new or restored property shall not be valued in the accounts 
of the taxpayer at an amount in excess of the cost or value at March 
I, 1913, if acquired before that date (after making proper provision 
in either case for depreciation to the date of the loss, damage or 
transfer) of the original property, plus the cost of any actual addi- 
tions and betterments. If the taxpayer does not elect to replace or 
restore the property, the transaction will then be deemed to be com- 
pleted and the income shall be measured by the excess of the amount 
of the compensation received over the cost of the property or its 
actual value at March i, 1913, if acquired before that date (after 
making proper provision in either case for depreciation to the date of 
the loss, damage or transfer). Articles 47, 48 and 49 have no appli- 
cation to property which is voluntarily sold or disposed of. (Reg. 
No. 45, Article 47.) 

Replacement fund for losses. — 

Regulations. In any case in which the taxpayer elects to re- 
place or restore the lost, damaged or transferred property, but where 
it is not practicable to do so immediately, he may obtain permission 
to establish a replacement fund in his accounts in which the entire 
amount of the compensation so received shall be held, without de- 
duction for the payment of any mortgage, and pending the disposi- 
tion thereof the accounting for gain or loss thereupon may be de- 
ferred for a reasonable period of time, to be determined by the Com- 
missioner. (Reg. No. 45, Article 48.) 

Application for replacement fund. — 

In a case specified in the preceding article the taxpayer should 
make application to the Commissioner on form 11 14 for permission 
to establish such a replacement fund and in his application should 
recite all the facts relating to the transaction and undertake that he 
will proceed as expeditiously as possible to replace or restore such 
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property. The taxpayer will be required to furnish a bond with such 
security or surety as the Commissioner may require for an amount 
not less than the estimated additional excess profits and income taxes 
assessable by the United Stajtes upon the income so carried to the re- 
placement fund; or at the option of the taxpayer and in lieu of such 
bond the taxpayer may deposit, as security for such estimated 
additional amount of tax, obligations of the United States issued 
after September i, 1917, such obligations to be held in trust as such 
security under such agreement as may be prescribed by the Commis- 
sioner in a bank or trust company approved by him. The estimated 
additional income and excess profits taxes, for the amount of which 
the claimant is required to furnish security, should be computed at 
the rates at which the claimant would have been obliged to pay, 
taking into consideration the remainder of his net income and resolv- 
ing against him all matters in dispute affecting the amount of the 
tax. Only surety companies holding certificates of authority from 
the Secretary of the Treasury as acceptable sureties on federal bonds 
will be approved as sureties under schedule B of form 11 14, and 
only active depositaries of public moneys will be approved as de- 
positaries under schedule C. The application should be executed in 
triplicate, so that the Commissioner, the applicant,^ and the surety or 
depositary may each have a copy. (Reg. No. 45, Article 49.) 



Page 239 

Income from sale of personal property on the instalment 
plan. — Referring to the cost and repossession of automobiles, 
a dealer of course can mark down the value of repossessed 
cars to actual value when an inventory is taken but if the 
adjustment were not made until inventory time, in the mean- 
time the property would be carried on the dealer's books at an 
inflated price, the result being that the dealer and his creditors 
might both be deceived. Regulations No. 45 amplify the 
former regulations and are therefore reproduced in full. 

Regulations. Dealers in personal property ordinarily sell either 
for cash, or on the personal credit of the buyer, or on the instalment 
plan. Occasionally a fourth type of sale is met with, in which the 
buyer makes an initial payment of such a substantial nature (for 
example, a payment of more than 25 per cent) that the sale, though 
involving deferred payments, is not one on the instalment plan. 
In sales on personal credit, and in the substantial payment type just 
mentioned, obligations of purchasers are to be regarded as the 
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equivalent of cash, but a different rule applies to sales on the instal- 
ment plan. Dealers in personal property who sell on the instalment 
plan usually adopt one of four ways of protecting themselves in case 
of default: (a) through an agreement that title is to remain in the 
seller until the buyer has completely performed his part of the trans- 
action; (b) by a form of contract in which title is conveyed to the 
purchaser immediately, but subject to a lien for the unpaid portion of 
the purchase price; (c) by a present transfer of title to the purchaser, 
who at the same time executes a reconveyance in the form of a chattel 
mortgage to the seller; or (d) by conveyance to a trustee pending 
performance of the contract and subject to its provisions. The gen- 
eral purpose and effect being the same in all of these plans, it is de- 
sirable that a uniformly applicable rule be established. The rule 
prescribed is that in the sale or contract for sale of personal projperty 
on the instalment plan, whether or not title remains in the vendor 
until the property is fully paid for, the income to be returned by the 
vendor will be that proportion of each instalment payment which the 
gross profit to be realized when the property is paid for bears to the 
gross contract price. If, for any reason, the vendee defaults in his 
instalment payments and the vendor repossesses the property, the 
entire amount received on instalment payments, less the profit already 
returned, will be income of the vendor for the year in which the 
property was repossessed. If the vendor chooses as a matter of con- 
sistent practice to treat the obligations of purchasers as the equivalent 
of cash, such a course is permissible. (Reg. No. 45, Article 39.) 

The same point is also covered in the 19 ig Income Tax 
Primer as follows: 

Ruling. A piano dealer sells an instrument under a contract 
which states that payment therefor is to be made in monthly instal- 
ments. How is the latter to report the amount of profit derived from 
this transaction? 

It is held that every dollar received under such a contract repre- 
sents in part the return of a portion of the cost of the article to the 
dealer and a portion of the profit to be derived from the transaction, 
and that the amount of profit represented by all the payments dur- 
ing the tax year should be reported in the dealer's personal return 
rendered for that year. For example, a piano which cost the dealer 
$300 is transferred to another under a contract calling for 20 monthly 
payments of $20 each, a total of $400. Each monthly payment repre- 
sents a return of capital amounting to $15 and a profit amounting to 
$5, and multiplying this latter amount by the number of payments 
received during the year yields the amount to be returned as income 
for that year. 

If for a«iy reason the purchaser defaults in his instalment pay- 
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ments and the dealer repossesses the property, the entire amount 
received on the instalment payments less the profit originally re- 
turned will be income to the dealer to be so returned ior the year in 
which the property was repossessed, and the property will be taken 
back into the inventory at its cost. (Income Tax Primer, 1919, ques- 
tion 34.) 

The intention of the regulations is that each item shall be 
analyzed in order that a proper allocation of the realized profit 
may be made. If, however, the average gross profits on all 
sales is known and it is feasible to make the calculation, the 
Department no doubt would permit the allocation to be made 
on the basis of total sales and total collections. Such a method, 
however, would not be permitted unless it were clearly shown 
that it reflected the true net income of the taxpayer. When it 
has been the consistent practice to treat the obligations of 
purchasers as an equivalent of cash the regulations hold that 
such a course is permissible. On the other hand, taxpayers 
who desire to change from such a method to that laid down 
in the regulations as being the proper method will be permitted 
to do so, but it is obvious that no such change can be made 
unless a proper adjustment is made of the prior years. Other- 
wise the return made by a taxpayer for the year 19 18 would 
not reflect the true net income of such taxable year. 

Page 239 

For attitude of Department regarding amended returns in 
cases where taxpayers desire to change all or part of their 
system from cash to an accrual basis, see ruling by Department, 
February 11, 1919 (page 1077). 
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CHAPTER XI 

INCOME FROM THE APPRECIATION OF 
PROPERTY values' 

Page 249 

The word ''ever" on the ninth line should be ''never." 

Page 267 

Procedure when property is exchanged for other prop- 
erty. — Comments on page 267 et seq. regarding the procedure 
when property is exchanged for other property are in practical 
accord with the new regulations. The subject, however, is of 
such importance that the regulations are reproduced in full. 

Regulations. Gain or loss arising from the acquisition and sub- 
sequent disposition of property is realized when as the result of a 
transaction between the owner and another person the property is 
converted into cash or into property (a) that is essentially different 
from the property disposed of and (b) that has a market value. In 
other words, both' (a) a change in substance and not merely in form, 
and (b) a change into the equivalent of cash, are required to com- 
plete or close a transaction from which income may be realized. 
By way of illustration, if a man owning ten shares of listed stock 
exchanges his stock certificate for a voting trust certificate, no in- 
come is realized, because the conversion is merely in form; or if 
he exchanges his stock for stock in a small, closely held corporation, 
no income is realized if the new stock has no market value, although 
the conversion is more than formal; but if he exchanges his stock 
for a Liberty bond, income may be realized, because the conversion 
is into independent property having a market value. The exchange 
of a so-called convertible bond for stock pursuant to such a privilege 
granted in the bond will produce income if the stock received in ex- 
change has a fair market value in excess of the cost or fair market 
value as of March i, 1913, of the bond. (Reg. No. 45, Article 1563.) 

Determination of gain or loss from exchange of 
property. 

The amount of income derived in the case of an exchange of prop- 
erty, as of stock for a bond, is the excess of the fair market value at 
the time of exchange of the bond received in exchange over the 
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original cost of the stock exchanged for it, or over the fair market 
price or value of such stock as of March i, 1913, if acquired before 
that date. The amount of income derived from a subsequent sale of 
the bond for cash is the excess of the amount so received over the 
fair market value of such bond when acquired in exchange for the 
stock. On the other hand, if the property received in exchange is 
substantially the same property or has no market value, then no gain 
or loss is realized, but the new property is to be regarded as substi- 
tuted for the old and upon a sale of the new property the amount of 
income derived is the excess of the amount so received over the cost 
or fair market value as of March i, 1913, of the old. (Reg. No. 45, 
Article 1564.) 

Exchange for different kinds of property. — 

(a) If property is exchanged for two different kinds of property, 
such as bonds and stock, the bonds having a market value and the 
stock none, the value of the bonds is to be compared with the cost or 
fair market value as of March i, 1913, of the original property, as the 
case may be. If the market value of the bonds is less than such cost 
or value, the difference represents the cost of the stock. If the market 
value of thq bonds is greater than such cost or value, the difference is 
taxable income at the tinie of the exchange and whenever sold the en- 
tire proceeds of the stock will be taxable, (b) If property is ex- 
changed for two different kinds of property, such as bonds and stock, 
neither having a market value, the cost or fair market value as of 
March i, 1913, of the original property should be apportioned, if pos- 
sible, between the bonds and stock for the purpose of determining 
gain or loss on subsequent sales. If no fair apportionment is practi- 
cable, no profit on any subsequent sale of any part of the bonds or 
stock is realized until out of the proceeds of sales shall have been re- 
covered the entire cost or fair market value as of March i, 1913, of 
the original property. (Reg. No. 45, Article 1565.) 

Exchange of stock for other stock of no greater 

par value. 

In general, where two corporations unite their properties by either 
(a) the dissolution of corporation B and the sale of its assets to 
corporation A, or (b) the sale of its property by B to A and the 
dissolution of B, or (c) the sale of the stock of B to A and the dis- 
solution of B, or (d) the merger of B into A, or (e) the consolidation 
of the corporations, no taxable income is received from the trans- 
action by A or B or the stockholders of either, provided the sole con- 
sideration received by B and its stockholders in (a), (b), (c) and 
(d) is stock or securities of A, and by A and B and their stockholders 
in (e) is stock or securities of the consolidated corporation, in any 
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case of no greater aggregate par or face value than the old stock and 
securities surrendered. For the purpose of ascertaining the gain 
derived or loss sustained from the subsequent sale of any stock of A 
or of the consolidated corporation so received, the original cost to the 
taxpayer or the fair market price or value as of March i, 1913, of 
the stock of B or A in respect of which the new stock was issued, less 
any untaxed distribution made to the taxpayer by A out of the 
former capital or surplus of B, or by the consolidated corporation 
out of the former capital or surplus of A or B, is the basis for deter- 
mining the amount of such gain or loss. (Reg. No. 45, Article 1566.) 

Exchange of stock for other stock of greater par 

VALUE. 

If in the case of any reorganization, merger or consolidation the 
aggregate par or face value of the new stock or securities received is 
in excess of the aggregate par or face value of the stock and securities 
exchanged, income will be realized from the transaction by the re- 
cipients of the new stock or securities to an amount limited by (a) 
the excess of the par or face value of the new stock or securities over 
the par or face value of the old and (b) the excess of the fair mar- 
ket value of the new stock or securities over the cost or fair market 
value as of March i, 1913, of the old. In other words, the taxable 
profit will be (a) or (b), whichever is less. Upon a subsequent sale of 
the new stock or securities their cost to the taxpayer will be the cost 
or fair market value as of March i, 1913, of the old stock and securi- 
ties, plus the profit taxed on the exchange. (Reg. No. 45, Article 
1567.) 

It is important to note that the foregoing regulations recog- 
nize the principle that in connection with exchanges of prop- 
erty there must be a change in substance and not merely in 
form and that there must be a payment in the equivalent of 
cash. This is the principle upon which the author has based 
his rather extended arguments in Income Tax Procedure 1917 
and 1918. 

Page 284 

Sale of goodwill. — ^The procedure of the Department as in- 
dicated in a letter to a taxpayer is confirmed by Article 38 of 
Reg. No. 45, which is as follows: 

Regulation. Any profit or loss resulting from an investment in 
goodwill can be taken only when the business, or a part of it, to 
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which the goodwill attaches is sold, in which case the profit or loss will 
be determined upon the basis of the cost of the assets, including good- 
will, or their fair market value as of March i, 1913, if acquired prior 
thereto. If nothing was paid for goodwill acquired after February 
28, 19 13, no deductible loss is possible, although, on the other hand, 
upon the sale of the business there may be a profit. It is immaterial 
that goodwill may never have been carried on the books as an asset, 
but the burden of proof is on the taxpayer to establish the cost or 
fair market value on March i, 1913, of the goodwill sold. (Reg. No. 
45, Article 38.) 



CHAPTER XIII 

INCOME FROM INTEREST 

Page 293 

Income from non-taxable securities. — Interest received 
which is entirely exempt from taxation formerly did not have 
to be reported at all but under the 19 18 law a report must be 
made thereof. This point is covered by line 11 on page i, 
form 1040, in which must be stated the class of securities, 
principal and interest thereon. The classes of securities are 
the bonds of the first Liberty loan, other obligations of the 
United States issued before September i, 1917, obligations of 
the United States possessions, states and territories, poHtical 
sub-divisions thereof and federal farm loan bonds. 

Page 298 

Exemptions imder Victory Liberty Loan. — ^The law 
known as the "Victory Liberty Loan Act," March 3, 1919, 
gives to the Secretary of the Treasury wide powers in connec- 
tion with the next and what is supposed to be the final Liberty 
loan. The additional exemptions will be of considerable in- 
terest within the near future. The following summary of the 
new provisions is taken from the Wall Street Journal, March 

5, 1919. 
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Through the further exemptions provided by the Victory Liberty 
loan, it is possible for an owner of Liberty Bonds other than the 3j4's 
to be. exempt from super-taxes and excess and war profits taxes, to 
an aggregate amount of $i 60,000 of Liberty Bonds, under certain con- 
ditions. 

Before the passage of the Victory Liberty Loan Act a possible 
aggregate of $110,000 on second, third and fourth Liberty loan bonds 
could be exempt from the super taxes, etc., until two years after the 
termination of the war. This was provided as follows: 

(Note: For description of exemption conditions, see pages 
298-299. — Author. ) 

The new measure extends two more tax-exemption privileges. 
In addition to all the foregoing, and for a period of five years after 
the termination of the war (not two years, as above), the interest on 
an aggregate amount of $30,000 of the first Liberty loan converted, 
the second Liberty loan converted and unconverted and the third and 
fourth Liberty loans, owned by any individual, corporation, etc., is 
exempt as to the super-taxes. The exemption only applies on interest 
received on and after January i, 1919. 

Then another principal of $20,000 of bonds mentioned in the pre- 
ceding paragraph is exempted as to the super-taxes on the interest 
received after January 21, last, by virtue of an original subscription 
to Victory Liberty loan notes; but claim for such exemption cannot 
be made by any holder to an amount of such bonds exceeding three 
times the principal amount of his subscriptions to the Victory Liberty 
loan. To participate to the extent of the aggregate of $20,000, there- 
fore, a subscriber must purchase $6,650 of the new notes. 

Thus there is an aggregate additional principal exemption from 
super-taxes of $50,000 in respect of existing bond issues provided 
in the new loan measure. 

It should be noted that no time is specified in respect of the tax 
exemption on the last $20,000, although, of course, the exemption 
privilege is extended- in respect of an original Victory Liberty loan 
subscription and still owned at the date of the tax return. 

Page 298 

Exemptions to holding companies. — Inquiries have been 
made as to the extent to which affiliated companies would 
secure the benefit of the exemptions to which subscribers of 
the fourth Liberty loan were entitled. Reference should be 
made to Section 7 of the second Liberty loan act as amended, 
which provides that the exemptions up to $110,000 run to any 
individual or corporation. In order to secure the full benefit 
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of the exemptions it will be necessary, however, for each cor- 
poration which is affiliated with Qthers to have original its sub- 
scription recorded. 

Page 299. 

Calculation of the exemption of beneficiaries and psurt- 
ners. — In cases of trusts, partnership and personal service cor- 
porations the calculation of exemptions are as follows : 

Liberty bond exemption in the case of trusts. — 
Regulations, (a) When income is taxable to beneficiaries, as 
in the case of a trust the income of which is to be distributed to the 
beneficiaries periodically, each beneficiary is regarded as the owner 
of a proportionate part of the bonds held in trust and is entitled to 
exemption on account of such ownership as if he owned such propor- 
tionate part of the bonds directly. In such a case a subscription by 
a trustee for bonds of the fourth Liberty loan constitutes each bene- 
ficiary existing at the time of such subscription an original subscriber 
for his proportionate part of such bonds and entitles such beneficiary 
to the collateral exemption of interest on bonds of previous issues, 
whether owned by such beneficiary or by the trustee, as if the benefi- 
ciary had himself originally subscribed for such proportionate part 
of the bonds, and a subscription by such beneficiary for bonds of the 
fourth Liberty loan entitles him to the coUateral exemption of interest 
on bonds of previous issues held by the trustee, (b) When, on the 
other hand, income is taxable to the trustee, as in the case of a trust 
the income of which is accumulated for the benefit of unborn or un- 
ascertained persons, the trustee is regarded as the owner of all the 
bonds held in trust and the trust is entitled to any exemption on ac- 
count of such ownership. In such a case a subscription by a trustee 
constitutes the trustee as such the original subscriber and entitles the 
trust, on account of such subscription, to the collateral exemption of 
interest on bonds of previous issues. (Reg. No. 45, Article 79.) 

Liberty bond exemption in the case of partnerships 

and personal service corporations. — 

As income of a partnership is taxable to the individual partners, 
each partner is treated and entitled to exemption on account of such 
ownership as if such partner owned such proportionate part of the 
bonds directly. Such partner, if a partner at the time of the origi- 
nal subscription by the partnership for bonds of the fourth Liberty 
loan, is treated as an original subscriber for a proportionate part of 
such bonds subscribed for by the partnership and is entitled to the 



Digitized by VjOOQIC 



II02 INCOME TAX PROCEDURE SUPPLEMENT 

collateral exemption of interest on bonds of previous issues on ac- 
count of such original subscription for bonds of the fourth Liberty 
loan as if he had subscribed directly for such proportionate part of 
the bonds. This principle applies also to stockholders in personal 
service corporations. (Reg. No. 45, Article 80.) 

Page 302 

Determination of Liberty bond interest. — ^As the exemp- 
tion of $5,000 applies to all holdings, a separate statement 
must be made whenever there was a change during the year, 
and when a return is being made on a receipt basis, the coupon 
dates must also be taken into account as one of the changes 
in order to show the proper distribution of the income. 

Where there were many transactions during the year in 
Liberty bonds the work involved in making an accurate return 
is very considerable and without a proper segregation of the 
various issues and the actual interest collection, it is quite pos- 
sible that part of the exemption will be lost. 

When accrued interest has been paid out on bonds pur- 
chased and a return must be made for a period which ends 
before the interest falls due, the regulation that such accrued 
interest is deductible frgm the succeeding interest collection 
must be modified to accord with the accrual basis of account- 
ing. This merely means that the amount of interest paid out 
will be deducted from the amount of interest accrued to the 
end of the accounting period. (See item 25 of form on fol- 
lowing pages for calculating tax-exempt interest.) 

It will be found that this form will be somewhat easier to 
follow than directions K (b), page 2 of instructions, form 
1040. 

Determination of exempt Liberty bond interest. — The De- 
partment has issued no complete form for the calculation of 
tax-exempt interest on Liberty bonds and a supplementary 
statement is required to be submitted when the face value of 
bonds held exceeds the exemption limits, but the directions 
are not translated into terms of a workable formula. While 
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the calculation of exemptions is so complex that no simple 
method can be devised to provide for all cases, the sug- 
gested form on the following page will enable taxpayers who 
hold various issues of Liberty bonds to determine the allow- 
able exemption. A space is provided for each interest date 
so that the exemptions may be figured for each half year. 

No other method can be depended upon to extract from 
the sum of interest received from all issues the maximum 
amount that is subject to tax under the law. Taxpayers who 
have held bonds throughout a semi-annual period in amounts 
exceeding the exemption limits should segregate any accrued 
interest received on bonds sold. Such accrued interest would 
be subject to tax, but exemptions should be calculated from 
bonds retained, on which interest has been received for a full 
six months' term. 
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Exemptions from Federal Taxation of Interest on Federal Obligations 

Allowed by Law to Individuals, Partnerships, 

Associations and Corporations 



Oblicttioii 




Dnratioft of Exemption PrivUege 


3J4% Firsl Liberty Bonds, origiiul issue, un- 

converted. 
Certificates of Indebtedness issued under 

First Liberty Bond Act. 


From all taxation, present or future, except 
esute or inhenUnce taxes.* 


No limiUtipn. 


4yi% Fourth Liberty Bonds, original issue. 


(•) From normal income taxes. 

(b) From surtaxes and excess profits and 
war-profits taxes only to the extint of 
interest on an amount of principal not 
exceeding fSMOO. 


(a) No limitation. 

(b) Until the expiration of two years after 

the date of the termination of the war 
between the United Sutes and Ger- 
many as fixed by proclamation of 


4H% First Liberty Bonds converted into 
Fourth Loan. 


(•) From normal income taxes. 

(b) From surtaxes and excess profits and 
war-profits taxes only to the extent of 
interest on an amount of principal not 
exceeding fSMOO. 


(a) No limiution. 

(b) Until the eroiration of two years after 

the date of the terminaUon of the war 
between the United States and Ger- 

the Pr^ident. 


4% First Liberty Bonds converted into" 

Second Loan. 
'4J4% First Liberty Bonds converted into 

Third Loan. 
4% Second Liberty Bonds, original issue, . 

unconverted. 
4H% Second Liberty Bonds, converted into 

Third Loan. 
4J<% Third Liberty Bonds, original issue, 

unconverted. J 


(a) From normal income taxes. 

(b) From surtaxes and excess profits, and 

war-profits taxes only to the extent 
of interest received after January 1, 

pfovided that the exemption shall be 
limited in all cases to mterest on an 
amount of bonds one and one-half 

Fourth Liberty L«an originally sub- 
scribed for.| and stUl owned by the 


(a) No limiution. . . , 

(b) Until the expiration of two years after 

the date of^tiie termination of the war 
between the United Sutes and Ger- 
many as fixed by proclamation of 


All Liberty Bonds enumerated above ex-' 

eept 3yi% First Loan, original issue. 
Certificates of Indebtedness issued after 

Acts. 
War-Savings Certificates. 


(a) From normal income taxes. 

(b) From surtaxes and excess profits and 

of interest on an aggregatet amount 
of prmcipal not exceedug •5*000. 


(a) No limiution. 

(b) Ko limiution. 


of the United Sutes issued pnor to 
September 2, 1917, other than those 
enumerated above. 


From all income and excess profits and war- 
profits taxes. 


No limiution.- 


Sutes. 


From all income and excess profits and war- 
profits taxes. 


Np limiution.. 


Securities Issued under Federal Farm 
Loan Act of July 17, 1916. 


From all income and excess profits and war- 
profits taxes. 


No limiution. 


Bonds Issued by War Finance Corporation. 


(»} From normal income taxes. 

(b) From surtaxes and excess profits and 
war-profiu taxes only to the' extent 
of interest on an amount of principal 
not exceeding 98.000. 


No limiution. 



*But under the esUte Ux law and regulations only the .interest accrued to the day of death is to be included in the gross eiUte. 
Interest accruing to the estate after the day of death is not subject to the 'estate tax. See Act of September 8, 1916; T. D. 2406 dated 
December 2, 1916; and Regulations No. 37 Revised, Article IX. 

tThe use of the word "aggregate" does not mean that the exemption must be claimed with respect to all the bonds held by any 
taxpayer. In order to claim the maximum exemption permitted by law, the taxpayer should select the .particular issue, or issues, of 
bonds which show the largest ratio of interest to principal. See directions given oh the suggested form shown on the following page. 

tit has been announced that the names of subscribers to $1,000 of Liberty Bonds or more would be card-catalogued at Washington 
"in view of certain tax exemptions enjoyed by owners of the Fourth Liberty Loan." — New_ York Times, D<;cember 12, 1918. 
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SUGGESTED FORM FOR YEAR T918 * 

FOR CALCULATION OF AMOUNTS OF TAX EXEMPT AND TAXABLE INTEREST RECEIVED ON 
U. S. LIBERTY BONDS AND CERTIFICATES 

TAXPAYER 



PAftTNOtaHi^ 



hbdmL 



INTEREST RECEIVED (I) 



caijculation of exemptions ■ 

ir PACE VALUE or aONDS HELD It LESS THAN 
EXEMPTION UMITS. INTEREST It INTINELY EX- 
EMPT; IF OREATEW. FOLLOW DIRECTIONt OIVEN 



S45.000 EXEMPTION (2) (3) 
AIXOWABU WITH RBSPBCT TO AWT BORD 

OR GROUP OF BOUDS III THIS SECTION. 

Sabct aajr icaoe ■howiac largMt xmtio of intar- 
Mt (B) to tec* vatM (A). 

RDLB'i. UfMevmlmofimeMlectedlafrMt- 
•r dMa principal of allo«iarieez«Bptiaa.dhrkW A 
into principal of allowable esemptian. omltiplr ro- 
MtHiiic p«rc«atace into B and oator aaswor in D. 
. RULB 2. If . OB tbe dOor hand, fee* valno «f 
iatua telacted is not creater than prfaicipal of allow- 



$5,000 EXEMPTION 

AIXOWABLB WITH RBSPBCT TO AHT OB- 

UOATIOIT OR GROOP OF OBUOA- 

TIONS ON UNBS 1 TO 9. 



Show detail! of 



$45,000 EXEMPTION (2) (3) 



Select ai^ 

oM(B)tofaceTalne(A). 

RULB I. If face value of inneseleetodU peat' 
«r than principal of allowable exemption, di^le A 
into principal of allowable azeaption, mnltiplv ro- 
■olting percentage into B and enter answer in D. 

RULB 2 V, on the oOer band, face valne of 
issue selected is not greater than principal of allow- 
able exeavtion. eqter Interest (B) in D on same 
line. ProceedaslnRulelarRnle2ttBtaezemp> 
tioniser ' 



$30/)00 «Tided by A17 (U more than $30,000) 
times BI7^tax exempt interert. 

iV>.dU eXEMPtlON 

$30/100 diTided by A18(Un * 



• BI8=< 



il$30/X») 



$5,000 EXEMPTION 

ALLOWABLE WITH RBSPBCT TO ANT OB- 

UGATION OR GROUP OF OBUOA- 

nONS OH UHBS 11 to 19. 

I procedure as in the case of $45,000 
Iter tax enrnpt interest on line 20. 






SUMMARY 


INTEREST RCCCIVCD 


TAJ 
IN 


C EXEMPT 




INTEREST 








2! 


INTCRCSTReceiVEO AS OF FIRST SIX MONTHS. INTEREST TAX EX«MFT-D*+D7+DS+O10 








— 


- 


— 


XX 




XXX 


XXX 




22 




- 


— 




— 




23 




XX 


24 


TOTALS 


- 


— 


— 


— 


X 


XXX 




25 


OEOOCTi ACCRUED INTEREST PAID ON BONDS PURCHASED WHEN INTEREST HAS NOT BEEN 




26 


NET TOTAL 
















w 









EXPLANATIONS 



(1) Amount of interest received n 



remption is conditioned upon subscription and ownership of 4th Liberty Bonds. State amount of subscription $....... ••■■■■■■ ■ • ■ ,• ■ ■ ■ ■ ■ • . and 

of tax return S of 4th Liberty Bonds, original issue. If either amount is less than S30.000, allowable exemp- 

erer amount is lower; if both amounts are greater than $30lOOO. allowable exemption is $45,000. If tupayer is a partner iaclode ^are of partnyshjp 
icribed for and owned at date of tax return. If taxpayer is a beneflcipry of annual or regular disuibotioos of income, inchide share of 4th Liberty 



(2) Tbe $4SA>0 esen 
amount owned at date M 
tion is I H times whicherer ai_ 

4th Liberty Bonds subscribed ft 

Bonds subscribed for luid held by trustee. 

(3> The $45,000 exemption ap|41es to interest actually received after January 1, 1018. bbt not to interest received prior to that date. 

(4) This amount U not necessarUy taxable, but when combined with other items of taxable income less allowable deductions nay be subject to surtax and excess proflU 
and war profits taxes. 

NOTE APPUCABLE TO ALL EXEMPTIONS: Taxpayers should select the exemptions— iriiere a choice is offered— from the bonds on which full term interest has 
been received rather than from bonds sold ea which interest has been accrued for a fraction of the period. 

This form is reproduced by courtesy of the Boston office of Lybrand, Ross Bros. & Montgomery 
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Page 303 

Interest on war savings certificates. — The last three sen- 
tences on page 303, commencing ''No other method" do not 
relate to war savings certificates but to the form for the calcu- 
lation of exempt interest on pages 1104 and 1105. 

Page 312 

Annuities. — ^Article 44 of Reg. No. 45 treats annuities 
more in detail than heretofore. No changes in former pro- 
cedure are made but some material is added. 

Regulation. Annuities paid by religious, charitable and* educa- 
tional corporations under an annuity contract are subject to tax to 
the extent that the aggregate amount of the payments to the annui- 
tant exceeds any amounts paid by him as consideration for the con- 
tract. An annuity charged upon devised land is income taxable to 
the annuitant, whether paid by the devisee out of the rents of the 
land or from other sources. The devisee is not required to return as 
taxable income the amount of rent paid to the annuitant, and he is 
not entitled to deduct from his taxable income any sums paid to the 
annuitant. Where an insured receives under life insurance endow- 
ment or annuity contracts, sums in excess of the premiums paid 
therefor, such excess is income for the year of its receipt. Distribu- 
tions on paid-up policies which are made out of earnings of the in- 
surance company subject to tax are in the nature of corporate divi- 
dends and are income of an individual only for the purpose of the 
surtax. (Reg. No. 45, Article 44.) 



CHAPTER XIV 

INCOME FROM RENTS 

Page 318 

Income from rents. — The author has been informed that 
taxpayers are being advised that rents should only be reported 
as income when actually collected in cash, but that all ex- 
penses, such as interest, insurance and repairs should be 
claimed as deductions on the accrual basis. It is impossible 
that such a method would clearly reflect the true net income of 



Digitized by VjOOQIC 



INCOME TAX 



1 107 



a taxpayer. Therefore any taxpayer who follows such advice 
could expect to be penalized. Taxpayers who do not keep 
books will probably always be permitted to report on a cash 
basis, but no taxpayer can expect to be allowed to return his 
expenses on an accrual basis and his income on a cash basis. 



CHAPTER XV 
INCOME FROM DIVIDENDS 

Page 325 

When owners of record are not legal owners. — In many 
cases stocks, are owned by others than shareholders of record. 
Care should be taken to observe the following regulation: 

Return of corporate dividends. — 

Regulation. Dividends on stock of domestic corporations or 
resident alien corporations are prima facie income of the record owner 
of the stock, and such record owner will be liable for any additional 
tax based thereon, unless a disclosure of the actual ownership is made 
to the Commissioner on form 1087 (revised) which shall show that 
the record owner is not the actual owner and who the owner is and 
his address. In all cases where the actual owner is a non-resident 
alien individual and the record owner is a person in the United States, 
the record owner will be considered for tax purposes to have the 
receipt, custody, control and disposal of the dividend income and will 
be required to make return for the actual owner, regardless of the 
amount of the income, and to pay any surtax found by such return to 
be due. (Reg. No. 45, Article 404.) 

Page 326 

Allocation of dividends to prior periods. — Extended argu- 
ments are appearing in the newspapers in support of the con- 
tention that dividends declared during the first 60 days of any 
taxable year should be taxed at the rates in force during the 
year when the earnings were deemed to have accumulated. 
It is contended that members of Congress did not expect that 
Section 201 (e) would be interpreted as in Reg. No. 45, Article 
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1 54 1, which states: "Dividends are income and are taxed at 
the rates for the year in which paid regardless of when the 
earnings or profits out of which they were paid were accumu- 
lated." Exception is made as to stock dividends received by 
taxpayers between January i and November i, 191 8, or de- 
clared during such period and received before March 25, 1919. 
The regulations hold that Section 201 (e) affects invested capi- 
tal only. The 191 7 law did not have the 60-day provision, 
and it was extremely difficult to determine the effect of 
cash dividends on invested capital. The 1918 law makes com- 
putation definite and therefore easy. During the progress of 
the bill through the House of Representatives, the Senate and 
the Conference Committee, several prominent lawyers were in 
Washington in the interests of corporations which had declared 
large cash dividends during the early part of 1918 imder the 
then existing law and many attempts were made to secure a 
modification of the announced change of policy. As a matter 
of fact the bill as reported by the Finance Committee to the 
Senate contained a provision known as 201 (d), which fully 
restored the provisions of the 191 7 law, but this provision was 
subsequently changed in the Senate and made applicable only 
to stock dividends. There was no misunderstanding on the 
part of the f ramers of the law as to what they were doing and 
it cannot be expected that any court will ever find the law as 
it now stands to be ambiguous. Most of the big special cash 
dividends paid during the early part of the year 1918 would 
not have been paid except for the representations made by 
the framers of the 1917 law. If relief is to be had it will 
require action by the next session of Congress. 

Page 329 

Distributions which are not dividends. — ^The new regula- 
tions summarize the cases where distributions are not taxable 
as dividends. 

Regulation. A distribution by a corporation out of earnings 
or profits accumulated prior to March i, 1913, or out of any assets 
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except earnings or profits accumulated since February 28, 1913, is 
not a dividend within the meaning of the statute. A distribution by 
a personal service corporation out of earnings or profits accumulated 
since December 31, 19 17, is not a dividend. A distribution out of 
earnings or profits accumulated before March i, 1913, is free from 
tax as a dividend ; out of assets other than earnings or profits accumu- 
lated since February 28, 1913, may or may not be free from tax, ac- 
cording as each stockholder receives more or less than he paid for 
his stock or its fair market value as of March i, 1913; and, in the 
case of a personal service corporation, out of earnings or profits ac- 
cumulated since December 31, 1917, is taxed to the stockholders as 
though they were partners. (Reg. No. 45, Article 1542.) 

As the foregoing regulation refers only to the non- 
taxability of such distributions, the procedure must be related 
to the other provisions of the law and regulations and it will 
be noted that there is no intention to alter the rule that 
earnings accumulated since March i, 1913, must: first have 
been distributed before the earnings accumulated prior to that 
date can be distributed free from the tax. 

Page 334 

Dividends from depletion reserves. — There is no mate- 
rial change in former procedure, but there are a few verbal 
changes in the new regulations. 

Regulation. A reserve set up out of gross income by a corpora- 
tion and maintained for the purpose of making good any loss of 
capital assets on account of depletion or depreciation is not a part of 
its surplus out of which ordinary dividends may be paid. A dis- 
tribution made from such a reserve will be considered a liquidating 
dividend and will constitute taxable income to a stockholder only to 
the extent that the amount so received is in excess of the cost or fair 
market value as of March i, 1913, of his shares of stock. No dis- 
tribution, however, will be deemed to have been made from such a 
reserve except to the extent that the amount paid exceeds the surplus 
and undivided profits of the corporation. In general, any distribution 
made by a corporation other than out of earnings or profits accumu- 
lated since February 28, 19 13, -is to be regarded as a return to the 
stockholder of part of the capital represented in his shares of stock, 
and upon a subsequent sale of such stock his profit will be the ex- 
cess of the selling price over the cost of the stock or its fair market 
value as of March i, 1913, after applying on such cost or value the 
amount of any such capital distribution. (Reg. No. 45, Article 1548.) 
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Page 336 

Lriquidation dividends. — As stated on page 337 and as 
provided by Section 201 (c) of the law, no provision is made 
for that part of the surplus of a corporation paid out as a 
liquidation dividend so far as the exemption of the normal 
tax is concerned. 

Regulation. So-called liquidation or dissolution dividends arc 
not dividends within the meaning of the statute, and amounts so dis- 
tributed, whether or not including any surplus earned since February 
28, 1913, are to be regarded as payments for the stock of the dis- 
solved corporation. Any excess so received over the cost of his stock 
to the stockholder, or its fair market price or value as of March i, 
1913, if acquired prior thereto, is a taxable profit. A distribution in 
liquidation of the assets and business of a corporation, which is a 
return to the stockholder of the value of his stock upon a surrender 
of his interest in the corporation, is distinguishable from a dividend 
paid by a going corporation out of current earnings or accumulated 
surplus when declared by the directors in their discretion, which is 
in the nature of a recuFrent return upon the stock. (Reg. No. 45, 
Article 1547.) 

As stated on page 338, care should be taken to designate 
part of the liquidating dividend as from accumulated surplus 
in order that the full benefit of the credit for the normal 
tax will be secured. 



Page 348 

Dividends received from personal service corporations. — 

It should be noted that dividends from personal service cor- 
porations derived from earnings accumulated after January 
I, 19 1 8, are to be treated as income from a partnership 
Therefore income received by the personal service corpora- 
tion, such as tax-exempt interest or dividends from federal 
land banks or national farm loan associations, should be re- 
ported to the stockholders separately, in order that the exemp- 
tioa to which the stockholders are entitled may be secured. 
In making return on form 1040 the stockholders should segre- 
gate the receipts from personal service corporations after Jan- 
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uary i, 1918, and not include under block K (a) any divi- 
dends which constitute a distribution of profits accumulated 
after January i, 1918. The part of the undistributed income 
of the personal service corporation which accrued to the stock- 
holders after January i, 1918, should l>e reported under block 
C of form 1040. The income received from personal service 
corporations must also be reported in detail in line 14 on page 
I of form 1040. Dividends received by stockholders of per- 
sonal service corporations after January i, 19 18, which con- 
stitute a distribution of earnings prior to that date should be 
reported in block K (a). All dividends paid by personal 
service corporations during the first 60 days of 1918; would 
be assumed to be taxable as dividends and applicable to the 
period prior to January i, 1918, but as the 60-day provision 
relates only to invested capital and as personal service corpora- 
tions do not have to compute their invested capital, there 
would seem to be no reason why the distributions by a per- 
sonal service corporation during the first 60 days of 19 18 
should not be deemed to have been out of earnings accrued 
subsequent to January i, 1918, if such were in fact the case. 
The personal service corporation, if its fiscal year ended De- 
cember 31, 1917, or subsequently has adjusted its returns 
as of that date in case its fiscal year ended during 191 8, will 
have paid the normal tax on all earnings accumulated to De- 
cember 31, 191 7, and will have paid no income tax for the 
period from January i, 1918. Therefore, the individual 
stockholders of personal service corporations can disregard 
any adjustments on fiscal year basis and must pay the sur- 
tax only on any dividends received after January i, 19 18, 
which are reported to them as having been paid from earn- 
ings accumulated prior to that date. Stockholders of per- 
sonal service corporations must be careful not to make any 
return based on the readjustment by the corporation itself 
for the earnings apportioned to the year 191 7 when the cor- 
poration's fiscal year ends during 1918. All dividends re- 
ceived by an individual stockholder prior to January i, 19 18, 
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will have been reported by such stockholder as dividends and 
the surtax thereon will have been assessed against the stock- 
holders. 



CHAPTER XVI 

INCOME FROM STOCK DIVIDENDS 

Page 350 

Stock dividends. — The new regulations make no change in 
any of the 19 18 regulations, and merely supplement the pro- 
cedure outlined in the text. 

Any stock dividend received by a taxpayer between January i 
and November i, 19 18, or declared and credited to a stock- 
holder during such period and received by him before the ex- 
piration of thirty days after the passage of the statute, is deemed 
to have been paid from* the most recently accumulated earnings or 
profits and shall be taxed to the recipient at the rates prescribed for 
the years in which the corporation accumulated the earnings or 
profits so distributed. Thus, such a stock dividend will be deemed 
to have been paid from the earnings of 1918 (unless paid during the 
first sixty days of 1918), and the recipient, if an individual, will be 
liable to any surtax at the rates for the year 19 18, unless at the time 
such dividend was paid or credited the current earnings up to that 
time were not sufficient to cover the distribution, in which case the 
excess over the earnings of the taxable year will be deemed to have 
been paid from the most recently accumulated surplus of prior years 
and will be taxed at the rate or rates for the year or years in which 
earned. A corporation declaring and paying such a stock dividend 
out of earnings accumulated over a period of years should make a 
record in its books of the amount of the dividend paid out of each 
year's undistributed profits and advise the stockholders accordingly. 
(Reg. No. 45, Article 1545.) 

The method of reporting stock dividends provided in form 
1040, line 12, is not clear. Reference is made only to divi- 
dends which were declared out of earnings which • accumu- 
lated prior to January i, 1918. There is, of course, no doubt 
but that stock dividends paid on and after March 2, 1918, 
out of 1918 earnings are under the 1918 law taxed in the 
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same manner as cash dividends, but no reference thereto is 
made in form 1040. 



CHAPTER XVII 

INCOME FROM PARTNERSHIPS, LIMITED PART- 
NERSHIPS AND PERSONAL SERVICE 
CORPORATIONS 

Page 369 

General ownership. — Ordinarily when two or more per- 
sons are associated together for the purpose of conducting 
a business for profit, they are deemed to constitute a partner- 
ship. The following article points out where certain rela- 
tionships do not constitute a partnership. 

Joint ownership and joint adventure. — 

Regulation. Joint investment in and ownership of real and 
personal property not used in the operation of any trade or business 
and not covered by any partnership agreement does not constitute a 
partnership. Co-owners of oil lands engaged in the joint enterprise 
of developing the property through a common agent are not neces- 
sarily partners. In the absence of special facts affirmatively showing 
an association or, partnership, where a vessel is owned by several, 
individuals and operated by a managing owner or agent for the ac- 
count of all, the relation does not constitute either a joint-stock 
association or a partnership. The participation of two United 
States corporations in a joint enterprise or adventure does not con- 
stitute them partners. (Reg. No. 45, Article 1507.) 

Page 369 

Domestic partnerships. — The following regulation is of 
interest. 

Regulation. A domestic corporation or partnership is one or- 
ganized or created in the United States, including only the states, 
the territories of Alaska and Hawaii, and the District of Columbia, 
and a foreign corporation or partnership is one organized or created 
outside the United States as so defined. The nationality or residence 
of members of a partnership does not affect its status. A partner- 
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ship created by articles entered into in San Francisco between resi- 
dents of the United States and residents of China is a domestic 
partnership. A foreign corporation engaged in trade or business 
within the United States or having an office or place of business 
therein is sometimes referred to in the regulations as a resident 
foreign corporation and a foreign corporation not engaged in trade 
or business within the United States and not having any office or 
place of business therein as a non-resident foreign corporation. 
(Reg. No. 45, Article 1508.) 

Page 374 

The second line on page 374 reads: *'apply against the 
1917 income tax, not against 1918 income.'' This line should 
read **apply against the 191 7 income, not against 1918 income." 

Page 381 

Limited partnerships. — ^The new regulations contain addi- 
tional matter, but do not change the general provision of the 
former procedure. 

Limited partnership as partnership. — 

Regulations. So-called limited partnerships of the type author- 
ized by the statutes of New York and most of the states are part- 
nerships and not corporations within the meaning of the statute. 
Such limited partnerships, which cannot limit the liability of the 
general partners, although the special partners enjoy limited liability 
50 long as they observe the statutory conditions, which are dissolved 
by the death or attempted transfer of the interest of a general part- 
ner, and which cannot take real estate or sue in the partnership 
name, are so like common law partnerships as to render impracticable 
any differentiation in their treatment for tax purposes. Michigan 
and Illinois limited partnerships are partnerships. A California spe- 
cial partnership is a partnership. (Reg. No. 45. Article 1505.) 

Limited partnership as corporation. — 

On the other hand, limited partnerships of the type of partner- 
ships with limited liability or partnership associations authorized by 
the statutes of Pennsylvania and of a few other states are only 
nominally partnerships. Such so-called limited partnerships, offering 
opportunity for limiting the liability of all the members, providing 
for the transferability of partnership shares, and capable of holding 
real estate and bringing suit in the common name, are more truly 
corporations than partnerships and must make returns of income 
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and pay the tax as corporations. The income received by the mem- 
bers out of the earnings of such limited partnerships will be treated 
in their personal returns in the same manner as distributions on the 
stock of corporations. In all doubtful cases limited partnerships 
will be treated as corporations unless they submit satisfactory proof 
that they are not in effect so organized. Michigan and Virginia 
partnership associations are corporations. Such a corporation may 
or may not be a personal service corporation. (Reg. No. 45, Article 
1056.) 

Page 383 

Personal service corporations. — As the term "personal 
service corporation'' is first used in the 1918 law, the first 
regulations dealing with this class of taxpayers appear in Reg- 
ulations No. 45 as follows: 

Regulation. In order that a corporation may be deemed to be 
a personal service corporation its earnings must be derived prin- 
cipally from compensation for personal services rendered by the 
corporation to the persons with whom it does business. Merchan- 
dising or trading either directly or indirectly in commodities or the 
services of others is not rendering personal service. Conducting an 
auction, agency, brokerage, or commission business strictly on the 
basis of a fee or commission is rendering personal service. If, how- 
ever, the corporation assumes any such risks as those of market 
fluctuation, bad debts, failure to accept shipments, etc., or if it guar- 
antees the accounts of the purchaser or is in any way responsible to 
the seller for the payment of the purchase price, the transaction is 
one of merchandising or trading and this is true even though the 
goods are shipped directly from the producer to the consumer and 
are never actually in the possession of the corporation. The fact 
that earnings of the corporation are termed commissions or fees is 
not controlling. The fact that a commission or fee is based on a 
difference in the prices at which the seller sells and the buyer buys 
raises a presumption that the transaction is one of merchandising 
or trading, and it will be so considered in the absence of satisfactory 
evidence to the contrary. (Reg. No. 45, Article 1525.) 

It will be noted that any agency or brokerage business 
conducted strictly on the basis of fees or commissions is 
deemed to be rendering personal service, but that any trading 
in commodities or the services of others is not rendering per- 
sonal service. This is hardly consistent because most agency 
and brokerage businesses use the services of employees, which 
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would mean that there is a trading in the services of others. 
The official illustration on page 1224 deals with a corporation 
which renders engineering services and assumes an income of 
$60,000 therefrom. It may reasonably be assumed that the 
fees paid for services are for the services of others than 
the principal stockholders. If the use of capital is the funda- 
mental test there is practically no more capital required to 
pay the salaries of employees than for the salaries or living 
expenses of the principal stockholders. The language of the 
statute would seem to be broad enough to include as personal 
service corporations those who trade in the services of others. 

Regulation. It frequently happens that corporations are en- 
gaged in two or more professions or businesses which are more or 
less related, one of which does not consist of rendering personal 
service. Thus an engineering concern may also engage in contract- 
ing, which amounts to trading in materials and labor, a brokerage 
concern may guarantee some of its accounts, a photographer may 
sell pictures, frames, art goods and supplies, or a dealer in a com- 
modity may furnish expert advice or services with respect to its 
installation, use, etc. In such case the corporation is not a personal 
service corporation unless the non-personal service element is neg- 
Hgible or merely incidental and no appreciable part of its earnings 
are to be ascribed to such sources. (Reg. No. 45, Article 1526.) 

An advertising agency which is incorporated and where 
the principal owners are personally engaged in the business, 
but where capital is employed to carry the accounts of cus- 
tomers, would probably be classed as a personal service cor- 
poration. In such a case capital would be no more than inci- 
dental and would not be a material income-producing factor. 

Activities of stockholders of personal service cor- 
porations. — 

Regulations. In determining whether a corporation is a per- 
sonal service corporation, no weight can be given to the fact that it 
renders personal services unless (a) the principal owners or stock- 
holders are regularly engaged in the active conduct of its affairs and 
are engaged in such a manner that the earnings are to be ascribed 



Digitized by VjOOQIC 



INCOME TAX ' 1 1 17 

primarily to their activities, and (b) its affairs are conducted prin- 
cipally by -such owners or stockholders. (Reg. No. 45, Article 1527.) 

Conduct of affairs. — 

Where the principal owners or stockholders do not render the 
principal part of the services, but merely supervise or direct a force 
of employees, the corporation is not a personal service corporation. 
If employees contribute substantially to the services rendered by a 
corporation, it is not a personal service corporation unless in every 
case in which services are so rendered the value of and the compen- 
sation charged for such services are to be attributed primarily to 
the experience or skill of the principal owners or stockholders and 
such fact is evidenced in some definite manner in the normal course 
of the profession or business. The fact that the principal owners 
or stockholders give personal attention or render valuable services 
to the corporation as a result of which its earnings are greater than 
those of a corporation engaged in a like or similar business, the 
principal owners or stockholders of which do. not devote personal 
attention to the management or supervision of its affairs, does not 
of itself constitute the corporation a personal service corporation. 
(Reg. No. 45, Article 1528.) 

Stock interest required. — 

No definite percentage of stock or interest in the corporation 
which must be held by those engaged in the active conduct of its 
affairs in order that they may be deemed to be the principal owners 
or stockholders can be prescribed as a conclusive test, as other facts 
may affect any presumption so established. No corporation or its 
owners or stockholders shall, however, make a return in the first in- 
stance on the basis of its being a personal service corporation unless 
at least 80 per cent of its stock is held by those regularly engaged 
in the active conduct of its affairs. (Reg. No. 45, Article 1529.) 

The regulations do not require that at least 80 per cent 
of the stock of the corporation must be held by those regu- 
larly engaged in the active conduct of its affairs, but does 
stipulate that unless 80 per cent of the stock is so held the 
corporation must first make the corporation return and sub- 
sequently make appHcation for the privilege of being classed 
as a personal service corporation. 
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Change in ownership. — 

The fact that the owners or stockholders of the corporation may 
change during the course of the taxable year does not take a cor- 
poration which is normally in the personal service class out of that 
class. Frequent changes in the ownership of any substantial interest 
or number of shares is, however, evidence bearing on the question 
as to whether the principal owners or stockholders are actively en- 
gaged in the conduct of the affairs of the corporation. The inca- 
pacity, retirement or death of a principal owner or stockholder who 
has been actively engaged in the conduct of its affairs will not be 
deemed to make any change in the status of the corporation during 
a reasonable time thereafter. (Reg. No. 45, Article 1530.) 

Capital of personal service corporation. — 

In determining whether a corporation is a personal service cor- 
poration, no weight can be given to the fact that the invested capital 
of the corporation under title III of the statute or the actual invest- 
ment of the principal owners or stockholders is comparatively small. 
The test established by the statute with respect to capital is entirely 
different. That test is the nature of the profession or business as 
indicated (a) by the kind of services it renders and (b) the extent 
to which capital is required to carry on such profession or business. 
If the use of capital is necessary or more than incidental, capital 
is a material income-producing factor and the corporation is not a 
personal service corporation. No corporation is a personal service 
corporation if it carries on business of a kind which ordinarily 
requires the use of capital, irrespective of whether the owners or 
stockholders have actually invested a substantial amount of capital. 
(Reg. No. 45, Article 1531.) 

The term "capital" as used in Section 200 of the statute 
.... means not only capital actually invested by the owners 
or stockholders, but also capital secured in other ways. Thus 
if capital is borrowed either directly as shown by bonds, debentures, 
certificates of indebtedness, notes, bills payable or other paper, or 
indirectly as shown by accounts payable or other forms of credit, or 
if the business of the corporation is in any way financed by or 
through any of the owners or stockholders, these facts will be 
deemed evidence that the use of capital is necessary. If a substan- 
tial amount of capital is used to finance or carry the accounts of 
clients or customers, it will be inferred that because of competition 
or other reasons such practice is necessary in order to secure or 
hold business which otherwise would be lost, and that the corpora- 
tion is not a personal service corporation. If a corporation engaged 
in an agency, brokerage or commission business regularly employs 
a substantial amount of capital to lend to principals, to buy and 
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carry goods on its own account, or to buy and carry odd lots in order 
that it may render more satisfactory service to its principals or cus- 
tomers, it is not a personal service corporation. In general the 
larger the amount of the capital actually used the stronger. is the 
evidence that capital is necessary and is a material income-producing 
factor and that the corporation is not a personal service corporation, 
(Reg. No. 45, Article 1532.) 

Generally speaking, the test is not the small amount of 
capital employed, but the nature of the business as indicated 
by the kind of services rendered, rather than by the extent 
to which capital is required. If capital is employed, but is 
not needed for the conduct of the business, the size of the 
capital alone would not prevent a corporation from being 
classed as a personal service corporation. 

Page 383 

Com,putation of tax when corporation is partly a personal 
service corporation. — Section 303 provides that if at least 30 
l>er cent of the net income of a corporation is derived from 
a business, which if constituting its sole business would bring 
it within the class of personal service corporations, the tax 
upon that part of the income shall be computed separately. 
Such a corporation is subject to the excess profits tax and the 
procedure will be found on page 710. It should be noted on 
this point, however, that in computing the tax there must 
be ascribed to the personal service part of the business the 
same amount of capital which is normally required by the 
corporations which have been deemed to be personal service 
corporations and which are not subject to the excess profits 
tax. 

CHAPTER XVIII 

DEDUCTIONS AND CREDITS— GENERAL 

Page 394 

Each year's return must be complete within itself. — The 

new regulations are in substantial agreement with former pro- 
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cedure, but greater stress is laid on the importance of appor- 
tioning all of the income and deductions to the period covered 
by the return. In addition to provisions in Regulations No. 
33, which were commented upon on pages 394 and 395, 
Article iii of Regulations No. 45 states that "loss from 
theft or embezzlement occurring in one year and discovered in 
another is deductible only for the year of its occurrence." This 
means, of course, that an amended return may be made for 
a prior year because the right of the taxpayer to deductions 
is fully protected by the law itself and, while the regulations 
very properly lay down methods of procedure, yet the regula- 
tions must be reasonable or they cannot be enforced. 



CHAPTER XIX 

DEDUCTIONS FOR EXPENSES 

Page 409 

Traveling expenses. — The regulations continue to hold 
that hotel bills and similar items which in some cases are 
living expenses, must not be deducted as business expenses, 
even though they cover "amounts paid out for expenses for 
meals and lodging and the like by salesmen, actors and others 
traveling in the course of their employment.'* 

Regulations. Living expenses are in no event allowable de- 
ductions even though incurred in the carrying on of business. 
Amounts paid out for expenses for meals and lodging and the like 
by salesmen, actors and others traveling in the course of their em- 
ployment are their living expenses and cannot be deducted from 
gross income. Amounts which are paid out for expenses incident 
to services rendered and which are reimbursable are not deductible 
as expenses, nor are the sums received as reimbursement for them 
to be returned as income. Any excess of a per diem allowance in 
lieu of subsistence while under traveling orders ovfer living expenses 
is taxable income. Amounts paid from a salary received for all 
services rendered and expenses incurred are deductible as business 
expenses when the expenditures are occasioned by the service5 in 
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respect of which the salary is paid. A salesman who has to pay 
for the use of a sample room at a hotel for the display of his goods 
is entitled to deduct such payment as a business expense, and a travel- 
ing man or actor is entitled to deduct railroad fares paid to enable 
him to move about in carrying on his occupation. (Reg. No. 45, 
Article 292.) 

The author repeats the statement on page 410 that in 
most cases the entire amount expended on a business trip is 
a business expense. As business expenses are clearly de- 
ductible under the law the regulation cannot prevent a tax- 
payer from claiming all amounts paid out in respect of the 
earning of income which are not personal, living or family 
expenses. 

Page 420 

Pensions to ex-employees. — ^As stated on page 420, the 

1918 regulations which held that compensation paid to the 
widow or heirs of an employee does not constitute an allow- 
able deduction, were subject to criticism. The author sug- 
gested that notwithstanding the regulations the deduction 
should be claimed. Article 108, Reg. No. 45, covers the 

19 1 9 regulations and holds : "when the amount of the salary 
of an officer or employee is paid for a limited period after 
his death to his widow or heirs in recognition of the services 
rendered by the individual, such payment may be deducted.'' 

Page 424 

Charitable contributions. — ^Article 251, Reg. No. 45, pro- 
vides that "a gift of real estate to a city to be maintained 
perpetually as a public park, is not an allowable deduction.*' 
This illustration is used no doubt because it cannot be claimed 
that a city is a corporation organized and operated exclu- 
sively for charitable or similar purposes. The law and Article 
251 of Reg. No. 45 specifically provide that contributions are 
deductible only when made to corporations. On page 425 the 
author ventured the opinion that the law would be inter- 
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preted broadly enough to cover contributions to all recog- 
nized agencies. On February 28 the Bureau of Internal 
Revenue made the following statement: 

Ruling. Contributions which may be deducted in computing the 
net income of an individual taxpayer include not only donations to 
incorporated institutions, but those given to similar associations which 
are not incorporated. Contributions to war chest funds, war camp 
community funds, and similar funds which were raised solely for 
organizations supporting and furthering war relief, are likewise de- 
ductible items on personal returns, within the limit named in the 
law. 

All gifts and donations to churches are deductible, it being held 
by the Bureau that every church constitutes a religious corporation 
or association for the purpose of this deduction. Donations to mis- 
sionary funds, church building funds, or for church activities, which 
are intended for the furtherance of church work, constitute de- 
ductible items. 

There can be no departure from the restrictions defined in the 
law, that the deductibility is limited to contributions to institutions 
no part of the earnings of which inures to the benefit of any private 
stockholder or individual, and that the total deduction may not ex- 
ceed 15 per cent of the taxpayer's net income as computed without 
the benefit of this deduction. 

Individual members of a partnership may include in the deduc- 
tion for contributions their proportionate shares of such donations 
made by the partnership. 

In each case, however, the limitations defined in the law must be 
observed. 

Page 427 

Donations by corporations. — The new regulations are sub- 
stantially the same as the old regulations, except that Article 
562 of Reg. No. 45 includes the following: "Expenses in- 
curred in advertising and promoting the sale of Liberty bonds 
and war savings stamps are deductible. Sums of money ex- 
pended for lobbying purposes, the promotion or defeat of leg- 
islation, the exploitation of propaganda, and contributions for 
campaign expenses, are not deductible from gross income." 

The provision that the expenses for promoting the sale 
of Liberty bonds are deductible expenses is hardly in line with 
the Department's attitude in the past. Article 562, which is a 
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repetition of former regulations, states that "donations which 
legitimately represent a consideration for a benefit flowing 
directly to the corporation as an incident of its business are 
allowable deductions from gross income/' It must be as- 
sumed, therefore, that expenses in advertising the sale of 
Liberty bonds^ contain some measure of benefit flowing to the 
corporation. At the same time the regulations do not per- 
mit as deductions gifts to the Red Cross, Y. M. C. A. or 
other similar purposes. It would seem that a corporation 
would reap quite as much benefit by making a contribution 
to the Red Cross as if it spent a large amount of money 
in advertising Liberty. bonds. In the New York Times of 
March 16, Abraham S. Gilbert, Esq., states that in his opin- 
ion a retail establishment would have to contribute to the 
Red Cross as ''absolutely necessary for the life and continued 
prosperity of the enterprise. No business house could hope 
to succeed if it were known it had refused to assist in the 
prosecution of the war by making these contributions.'' In 
the opinion of the author, Congress did not intend that a cor- 
poration should be permitted to deduct donations such as are 
referred to above and it cannot be expected that the law will 
be so administered. The allowance for Liberty bond exjyenses 
is probably a matter of expediency rather than a change in 
policy. 

Page 444 

Reserve for trading stamps. — The 1918 regulations pro- 
vide that a reserve set up as a liability equal to the redemp- 
tion value of the stamps issued is not an allowable deduction. 
Article 104, Reg. No. 45, allows such reserve as a deduc- 
tion under certain conditions. 

Regulation. Where a taxpayer, for the purpose of promoting 
his business, issues trading stamps or coupons redeemable in mer- 
chandise or cash, and sets up a reserve each year to cover all prob- 
able redemptions of coupons issued in that year, the reserve so set 
up may be deducted from gross income as a business expense, pro- 
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vided: (a) that the returns of the taxpayer are otherwise made on 
an accrual basis; (b) that any income tax and excess profits tax 
returns of the taxpayer which have been previously made covering 
the period since March i, 1913, shall be amended, if necessary, so 
that deductions for any of such years are made on the basis of 
reserves instead of upon actual redemptions as formerly required; 
and (c) that no larger amount shall be set up as a reserve for any 
taxable year than would be required for the redemption of such part 
of the entire issue of that year as it appears will eventually be pre- 
sented for redemption. The reserve percentage will be determined 
by considering the experience of the taxpayer and of other users, 
taking into account any material differences between the taxpayer's 
situation and that of other users whose experience is relied on. 
Taxpayers who submit returns on this basis shall file therewith any 
amended returns called for by this article and shall also attach 
thereto a statement of the experience of the taxpayer and of any 
other user of coupons whose experience is relied on to determine 
the percentage of reserve, indicating the name of such other user, 
the denominations most largely issued, and the character of business 
involved in each instance. (Reg. No. 45, Article 104.) 

Page 445 

Amount paid on judgment. — Art. iii, Reg. No. 45, is in 
part as follows : 

Regulation. Any amount paid pursuant to a judgment 'or other- 
wise on account of damages for personal injuries, patent infringe- 
ment, or otherwise, is deductible from gross income when the claim 
is liqiiidated or put in judgment or actually paid, less any amount 
of such damages as may have been compensated for by insurance or 
otherwise. If subsequently thereto, however, a taxpayer has for 
the first time ascertained the amount of a loss sustained during a 
prior taxable year and not deducted from the gross income therefor, 
he may render an amended return for such preceding taxable year, 
including such amount of loss in the deductions from gross income, 
and may file a claim for refund of the excess tax paid by reason 
of the failure to deduct such loss in the original return. (Reg. No. 
45, Article iii.) 

The new regulations are very definite in holding that 
losses which occur in one year and which are not discovered 
until a later year cannot be deducted in the later year, but 
are only deductible as of the time when the losses actually 
occurred. This regulation has some merit, but greater latitude 
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should have been given to the taxpayer. If in the opinion of 
tihe latter ''true net income'' for the taxable year could be 
stated by charging the loss as an expense during the taxable 
year, the taxpayer should not be forced to make amended 
returns for prior years. The inevitable result will be that for 
years to come taxpayers will be finding that losses which 
ordinarily would be charged to current operating accounts, 
occurred during the years 1918 and 19 19 when the tax rates 
were very high and acting under the letter of the regula- 
tions amended returns will be made with a resulting saving 
in tax. 

CHAPTER XXI 

DEDUCTIONS FOR TAXES 

Page 467 

Foreign taxes paid, — The provision in the 19 18 law 
which permits payment of foreign taxes as deductions from 
taxes assessed by the United States is a radical departure from 
former procedure. The following regulations are of interest : 

Meaning of terms. — 

Regulations. "Amount of ... . taxes paid during the taxable 
year" means taxes proper (no credit being given for amounts rep- 
resenting interest or penalties) paid or accrued during the taxable 
year on behalf of the individual claiming credit. "Foreign country'* 
means any governmental authority, not that of the United States or 
any part or possession thereof, having power to impose such taxes, 
and it therefore includes a self-governing colony, such as the Do- 
minion of Canada. "Any possession of the United States" includes, 
among others, Porto Rico, the Philippines, and the Virgin Islands. 
(Reg. No. 45, Article 382.) 

Conditions of allowance of credit. — 

(a) When credit is sought for income, war profits or excess 
profits taxes paid other than to the United States,, the income tax 
return of the individual must be accompanied by form 11 16, carefully 
filled out with all the information there called for and with the cal- 
culations of credits there indicated, and duly signed and sworn to 
or affirmed. When credit is sought for taxes already paid the form 
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must have attached to it the receipt for each such tax payment. 
When credit is sought for taxes accrued the form must have at- 
tached to it the return on which each such accrued tax was based. 
This receipt or return so attached must be either the original, a dupli- 
cate original, a duly certified or authenticated copy, or a sworn copy. In 
case only a sworn copy of a receipt or return is attached, there must be 
kept readily available for comparison on request the original, a dupli- 
cate original or a duly certified or authenticated copy, (b) In the case 
of a credit sought for a tax accrued but not paid, the Commissioner 
may require as a condition precedent to the allowance of credit a 
bond from the taxpayer in addition to form 1116. If such a bond 
is required, form 11 17 shall be used for it. It shall be in such penal 
sum as the Commissioner may prescribe, and shall be conditioned for 
the payment by the taxpayer of any amount of tax found due upon 
any redetermination of tax made necessary by such credit proving 
incorrect, with such further conditions as the Commissioner may 
require. This bond shall be executed by the taxpayer, his agent or 
representative, as principal, and by sureties satisfactory to and 
approved by the Commissioner. (Reg. No. 45, Article 383.) 

Redetermination of tax when credit proves in- 
correct. — 

In case credit has been given for taxes accrued, or a propor- 
tionate share thereof, and the amount that is actually paid on account 
of such taxes, or a proportionate share thereof, is not the same as 
the amount of such credit, or in case any tax payment credited is 
refunded in whole or in part, the taxpayer shall immediately notify 
the Commissioner. The Commissioner will thereup<on redetermine 
the amount of the income tax of such taxpayer for the year or years 
for which such incorrect credit was granted. The amount of tax, 
if any, due upon such redetermination shall be paid by the taxpayer 
upon notice and demand by the collector. The amount of tax, if any, 
shown by such redetermination to have been overpaid shall be cred- 
ited against any income, war profits or excess profits taxes, or in- 
stalment thereof, then due from such taxpayer under any other 
return, and any balance of such amount shall be immediately re- 
funded to him. (Reg. No. 45, Article 384.) 

In addition to the foregoing, Article 611 requires that 
form 1 1 18 must be used for claiming credit and form 1119 
must be used for the bond if a bond be required. 

Page 471 

Stamp and other taxes deductible. — The regulations are 

in accord with the comments on pages 471 and 472. The fol- 
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lowing extracts from Article 131, Reg. No. 45, are of in- 
terest : "Postage is not a tax. Amounts paid to states under 
secured debts laws in order to render securities tax exempt are 
deductible. Automobile license fees are ordinarily taxes.'' 

Page 475 

Special assessments may or may not be deductible. — The 
comments on the new provision in the 1918 law, which appear 
on pages 475 and 476, are borne out by the regulations, ex- 
cept that Article 133, Reg. No. 45, excludes the deduction for 
the payment of certain assessments unless held to be necessary 
to the conduct of the business of the taxpayer. In the opinion 
of the author this regulation conflicts with the law. The spe- 
cial assessments referred to are made by municipal authorities 
and are of the exact category as most local taxes. The law ex- 
pressly permits the deduction of all taxes paid unless they tend 
to increase the value of the property assessed. If for mainte- 
nance or repair, as stated in Article 133, the assessments cer- 
tainly do not increase the value of the property and there- 
fore the deduction must be permitted the same as all items 
of taxes are deductible. The Department cannot refuse to 
allow the deductions unless it can be shown that the taxes as- 
sessed are of a kind tending to increase the value of the prop- 
erty. The article is reproduced in full but in the opinion of 
the author cannot be sustained. 

Taxes for local benefits. — 

Regulation. So-called taxes, more properly assessments, paid for 
local benefits, such as street, sidewalk and other like improvements, 
imposed because of and measured by some benefit inuring directly to 
the property against which the assessment is levied, do not constitute 
an allowable deduction from gross income. A tax is considered as- 
sessed against local benefits when the property subject to the tax is 
limited to property benefited. Special assessments are not deductible, 
even though an incidental benefit may inure to the public welfare. The 
taxes deductible are those levied for the general public welfare by 
the proper taxing authorities at a like rate against all property in the 
territory over which such authorities have jurisdiction. Assessments 
under Illinois laws relating to drainage districts are not limited to 
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the property benefited, and assessments so paid are deductible. As- 
sessments under the statutes of California relating to irrigation and 
of Iowa relating to drainage, and under certain statutes of Ten- 
nessee relating to levees, are limited to property benefited, and 
amounts so paid are not deductible as taxes. Wh^n assessments are 
made for the purpose of maintenance or repair of local benefits, the 
taxpayer may deduct the assessments paid as an expense incurred 
in business, if the payment of such assessments is necessary to the 
conduct of his business. Where the assessments are made for the 
purpose of constructing local benefits, the payments by the taxpayer 
are in the nature of capital expenditures and are not deductible. 
Where assessments are made for the purpose of both construction 
and maintenance or repairs, the burden is on the taxpayer to show 
the allocation of the amounts assessed to the different purposes. If 
the allocation cannot be made, none of the amounts so paid is 
deductible. (Reg. No. 45, Article 133.) 

Page 480 

Collateral inheritance tax. — Article 134, Reg. No. 45, 
broadens former regulations on the non-deductibility of in- 
heritance taxes. The new regulation is as follows: 

Regulation. State inheritance taxes paid by the executor or 
administrator of an estate of a deceased person, which are provided 
by law to be deducted from the respective legacies or distributive 
shares, are not allowable deductions in computing the net income of 
such estate subject to tax, even though the will contain a direction 
to pay inheritance taxes out of the residue. An inheritance tax is 
upon the transfer of the property and not upon the estate of the 
decedent or upon the executor or administrator, although the latter 
is required to pay it. In general, taxes paid or accrued within the 
year imposed by the authority of any state, or otherwise, are limited 
to those imposed upon the taxpayer and do not include taxes paid 
by him on behalf of another, even though he is required by law to 
make such payment. Since, moreover, the tax is imposed upon the 
transfer before the property reaches the legatee or distributee, and 
merely diminishes the capital share of the estate received by him, 
such tax is not imposed upon the legatee or distributee and is not 
an allowable deduction from his income. (Reg. No. 45, Article 134.) 
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CHAPTER XXII 

DEDUCTIONS FOR LOSSES 

Page 486 

Deductions for losses.— It appears that since the publica- 
tion of form 1040 many taxpayers have arrived at an errone- 
ous conclusion in connection with the arrangement on page 2 
of return. Block J indicates the net income on which normal 
tax is to be calculated. To that item the total of block K (a) 
and (b) (dividends and certain interest) are to be added, 
thus arriving at the total subject to surtax (block L). In very 
many instances during 19 18 losses exceeded taxable income 
from sources other than dividends, so that a taxpayer, having 
entered all income except from dividends and having entered 
all losses, might find that the total under block J would be a 
net loss. To an accountant this would be a very simple prob- 
lem, as he would merely enter the net loss in red ink. Then 
when the totals of blocks K (a) and K (b) were entered, if 
the latter were greater than the net loss as shown by block J, 
the amount shown on block L would represent the net taxable 
income. From statements to the author it would appear that 
many taxpayers have believed that if their losses exceeded 
their net income from sources other than dividends, they were 
not entitled to enter any amount whatever on block J, owing to 
the form of the return, and thus dividends would be taxable 
at the surtax rates without any deduction for the net loss 
incurred from all other sources. 

The point could easily have been covered if to block J 
there had been added the words "net loss" as well as net in- 
come. 

Page 486 

Net losses sustained in 1918 by certain taxpayers. — The 
new regulations do not extend the relief which Section 204 
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(b) is supposed to provide for beyond the limited class men- 
tioned in the law itself. On the contrary Article 1601 of 
Reg. No. 45 states: 

Scope of net losses. — 

Regulations. As used in the statute the term "net loss" means 
either a business operating loss or a loss realized by a bona fide sale of 
property constructed, installed or acquired on or after April 6, 1917, 
for the production of articles contributing to the prosecution of the 
war. The amount of net loss claimed must represent an actual net 
loss over and above all income, including tax-free income. Such 
losses will be allowable only in respect of a taxpayer having a tax- 
able year beginning after October 31, 191 8, and ending prior to 
January i, 1920, and after one claim has been allowed no further 
claim can be considered. (Reg. No. 45, Article 1601.) 

Claim for allowance of net loss. — 

A taxpayer having such a net loss may file a claim with the 
collector of the district in which the taxpayer's return for the pre- 
ceding year was filed. Such claim should state the name and ad- 
dress of the taxpayer and should contain a concise statement of the 
amount of the loss sustained and the basis upon which it has been 
computed, together with all pertinent facts necessary to enable the 
Commissioner to determine the allowability of the claim. Each claim 
should be supported by an affidavit. (Reg. No. 45, Article 1602.) 

Allowance of net loss. — 

The amount allowed by the Commissioner in respect of any such 
claim shall be deducted from the net income for the taxable year 
1 9 18, and the taxes imposed by this title shall be recomputed accord- 
ingly. Any amount found to be due him shall be credited or re- 
funded to the taxpayer in accordance with the provisions of Section 
252. In any case in which it is found by the Commissioner that 
such net loss is in excess of the net income of such preceding tax- 
able year, the taxpayer may carry forward the amount of such 
excess and claim it as a deduction in computing net income for the 
succeeding taxable year. (Reg. No. 45, Article 1603.) 
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Page 488 

Losses due to inventory shrinkage. — The new regulations 
^ are as follows : 

Regulation. Losses under this paragraph relate only to a re- 
determination of the value of inventories taken at the close of the 
taxable year 1918. Such redetermination of value may be made 
(a) before the date of filing a return for that year, in which case 
the claim should be filed with the return, or (b) if no such claim is 
filed with the return, a claim may be filed subsequently thereto with 
the collector. Each claim should state the name and address of the 
taxpayer and should contain a concise statement of the amount of 
the loss sustained and the basis upon which it has been computed, 
together with all pertinent facts necessary to enable the Commis- 
sioner to determine the allowability of the claim. Each claim should 
be supported by an affidavit, and after one claim has been allowed 
no further claim can be considered. To be allowed such inventory 
loss must be substantial in amount and represent either (a) a reali- 
zation by sale of goods taken in the inventory or (b) a shrinkage in 
market price (and such shrinkage must show sound evidence of 
permanency) of goods taken in the inventory and unsold at the date 
of the claim. In determining whether a loss has been realized by 
the sale of goods taken in the inventory, all sales made subsequent 
to the date of the inventory will be deemed to have been made from 
the inventoried stock until such inventoried stock is exhausted. No 
claim will be allowed for any loss of anticipated profits. Claims may 
also be made for a deduction from income of the taxable year 1918 
of the amounts of payments actually made after the close of such 
taxable year on account of rebates in pursuance of contracts entered 
into during such year upon sales made during such year. In any 
case where payment of the tax has not been made prior to the filing 
of the claim no such payment shall be required upon the income 
covered by such claim until the claim is decided, but in such case 
the taxpayer shall accompany his claim with a bond in double the 
amount of the tax covered by the claim, with sureties satisfactory 
to the Commissioner, conditioned for the payment of any part of 
such tax found to be due. If any part of such claim is disallowed, 
then the remainder of the tax due shall bear interest at the rate of 
one per cent per month from the time the tax would have been due 
had no such claim been filed. The amount allowed by the Commis- 
sioner in respect of any such claim shall be deducted from the net 
income for the taxable year 19 18, and the taxes shall be recomputed 
accordingly and the excess of tax due, if any, shall be credited or 
refunded to the taxpayer. In computing income for the taxable 
year 1919, the opening inventory must be properly adjusted by the 
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taxpayer in respect of any claim allowed for the year 19 18 undei* 
this article. Goods taken in the inventory which have been so inter- 
mingled that they cannot be identified with specific invoices will be 
deemed to be the goods most recently purchased. (Reg. No. 45, 
Article 261.) 

It should be noted that the Department will not entertain 
a claim after one claim has been allowed. Therefore the op- 
tion of claiming shrinkage at time of filing the return would 
preclude another claim for loss later in the year. This is a 
reasonable requirement and would seem to accord with the 
law as sub-section (b) (page 489) provides that **if no such 
claim is filed" the tax may be redetermined, etc. This prac- 
tically gives the taxpayer whose year ended December 31, 
1918, until April 29, 1919, to decide whether or not a claim 
for shrinkage shall be made at once or deferred. Where 
conditions are unsettled and the trend of the market is down- 
ward, it would seem wise to postpone the claim for shrinkage 
until a trustworthy statement can be made. 

Page 493 

Losses in illegal transactions are not deductible. — The 
Department takes the position that profits arising out of illegal 
transactions are taxable, but Article 141, Reg. No. 45, 
holds that "losses in illegal transactions are not deductible.*' 
Section 214 (a-5) specifically permits the deduction of all 
losses if incurred in "any transaction entered into for profit.'' 

As stated on page 218, recent federal laws have omitted 
the word **lawfuT" and income from gambling transactions 
is unquestionably taxable. If a taxpayer enters into an 
illegal transaction he naturally hopes to make a profit out of 
it. If such profit is realized it is taxable. If it results in a 
loss, under the law it would seem to be an allowable deduction. 
The law does not say "any lawful transaction" but does say 
"any transaction." 
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Page 499 

Shrinkage in value of securities. — ^The Department con- 
tinues to hold that the taxpayer ca,nnot claim as a loss any. 
shrinkage in value "through fluctuations of the. market or 
otherwise," but this decision is considerably modified by the 
following statement in Article 144 of Reg. No. 45 : **If stock 
of a corporation becomes worthless, its cost . . . may be de- 
ducted by the owner . . . provided a satisfactory showing 
of its worthlessness be made as in the case of bad debts." 

Heretofore when a taxpayer has had worthless stocks he 
has been compelled to go through the farce of selling them 
to someone for a dollar before the loss could be deducted. 
The new ruling is a great improvement. 

Regulation. A person possessing securities, such as stocks and 
bonds, cannot deduct from gross income any amount claimed as a 
loss on account of the shrinkage in value of such securities through 
fluctuation of the market or otherwise. The loss allowable in such 
cases is that actually suffered when the securities mature or are dis- 
posed of. In the case of banks or other corporations which are sub- 
ject to supervision by state or federal authorities, and which in obe- 
dience to the orders of such supervisory officers charge off as losses 
amounts representing an alleged shrinkage in the value of property, 
the amounts so charged off do not constitute allowable deductions. 
The foregoing applies only to owners and investors, and not to 
dealers in securities However, if stock of a corporation be- 
comes worthless, its cost or its fair market value as of March i, 1913, 
if acquired prior thereto, may be deducted by the owner in the taxable 
year in which the stock was ascertained to be worthless and charged 
off, provided a satisfactory showing of its worthlessness be made as 
in the case of bad debts. (Reg. No. 45, Article 144.) 

Losses on sales of securities. — When securities of the 
same issue, which were bought at different prices, are sold at a 
loss, the basis for determining the loss will be found on page 
265. 

Page 501 

Losses sustained by individuals. — In his comments on 
page 501 the author states that the loss must be a net loss, 
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that is, the actual money loss sustained by the taxpayer. This 
was not intended to mean that the taxpayer could not deduct 
a loss based upon a revaluation. This point is covered on 
page 495. The point may be further amplified in the case 
where the recipient of a gift or the beneficiary of an estate 
subsequently sells stocks, bonds or any kind of property at a 
price less than the fair market or appraised price at the time 
the gift is received. The measure of deduction is based 
entirely upon the valuation at the time the property changes 
hands and the loss is just as much deductible by the recipient 
of the gift as if the recipient had paid in cash the amount 
of the appraised value. This rule, of course, is subject to a 
general rule that depreciation through wear and tear must 
be always taken into consideration. If a taxpayer inherits a 
house (which he occupies as a residence), which is appraised 
at $10,000 and sells it the following year for $8,000, it may 
be asstmied that the deductible loss will be something less 
than $2,000, as the depreciation during the year is held to be 
a personal expense, which is not deductible. 

Page 502 

Individuals' share of corporation losses. — ^When a cor- 
poration reduces its capital stock because large net losses have 
been sustained, stockholders are entitled to claim as a loss 
the difference between the cost or value March i, 1913, of 
the old stock and the fair market value of the new stock re- 
ceived. It might be urged that this is not a closed transac- 
tion and that it is in effect merely a shrinkage in value. 
This, however, is not the case, because the corporation has 
legally determined its loss and as to the shares of old stock the 
transaction is a completed one. The new shares represenf an 
ownership in different assets which meets the Department's 
requirements that there must be a change in substance and not 
merely in form. 
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CHAPTER XXIII 

DEDUCTIONS FOR BAD DEBTS 

Page 522 

Bankruptcy as a test. — The new regulations more nearly 
accord with business practice than has been the case with the 
old regulations. Heretofore it has been held that actual de- 
termination of worthlessness in bankruptcy cases is t)nly pos- 
sible when settlements shall have been had. The new regula- 
tions hold that ''actual determination of worthlessness in such 
a case is sometimes possible before and at ojther times only 
when a settlement in bankruptcy shall have been had.'' 

Bad debts. — 

Regulation. Accounts merely written down and debts recog- 
nized as worthless prior to the beginning of the taxable year are not 
deductible. Where all the surrounding and attendant circumstances 
indicate that a debt is worthless and uncollectible and that legal ac- 
tion to enforce payment would in all probability not result in the 
satisfaction of execution on a judgment, a showing of these facts 
will be sufficient evidence of the worthlessness of the debt for the 
purpose of deduction. Bankruptcy may or may not be ah indication 
of the worthlessness of a debt, and actual determination of worth- 
lessness in such a case is sometimes possible before and at other times 
only when a settlement in bankruptcy shall have been had. Where 
a taxpayer ascertained a debt to be worthless and charged it off in 
one year, the mere fact that bankruptcy proceedings instituted against 
the debtor are terminated in a later year confirming the conclusion 
that the debt is worthless will not authorize shifting the deduction to 
such later year. In the case of debts existing prior to March i, 1913, 
only their value on that date may be deducted upon subsequently as- 
certaining them to be worthless. (Reg. No. 45, Article 151.) 
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CHAPTER XXIV 

DEDUCTIONS FOR DEPRECIATION 

Page 535 
Depreciation of residence. — When a residence is used part 
of the year by the owner and is rented for part of the year, 
depreciation will be an allowable deduction for the period of 
the year when used for income producing purposes. The 
depreciation is not necessarily based on the proportion of time 
during which the property is rented, as the actual depreciation 
during such time may be greater than during the time of occu- 
pancy by the owner. If the taxpayer owns a summer cot- 
tage and rents it for three months during the summer and 
occupies it personally during one month, it may be that the 
entire annual depreciation should be deducted as the facts 
would indicate that the property as a whole is held for in- 
come-producing purposes and the occupancy by the owner 
for a short period is merely incidental. The test, however, 
would be the actual circumstances in each case. 

Page 541 
Depreciation must be entered upon the books of a cor- 
poration. — The new regulations are of interest because the 
19 1 8 law does not specify that depreciation must be charged 
oflf, but as the Commissioner has the power to require tax- 
payers to keep proper records, the following regulation can be 
considered as having all the effect of law. 

Charging off depreciation. — 

Regulation. A depreciation allowance, in order to constitute 
an allowable deduction from gross income, must be charged off. 
The particular manner in which it shall be charged off is not mate- 
rial, except that the amount measuring a reasonable allowance for 
depreciation must be either deducted directly from the book value 
of the assets or preferably credited to a depreciation reserve account, 
which must be reflected in the annual balance sheet. The allowances 
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should be computed and charged off with express reference to spe- 
cific items, units or groups of property, each item or unit being' con- 
sidered separately or specifically included in a group with others to 
which the same factors apply. The taxpayer should keep such rec- 
ords as to each item or unit of depreciable property as will permit 
the ready verification of the factors used in computing the allowance 
for each year for each item, unit or group. (Reg. No. 45, Article 170.) 

Page 547 

Depreciation in cases of permanent discontinuance. — The 

new regulations cover a procedure which should be followed 
upon the permanent discontinuance of the use of property 
even though no sale or other disposition is made. 

Closing depreciation account as to any item. — 

Regulation. If the use of the property in the business is 
permanently discontinued, although no sale or other disposition 
of the property has been made, a determination of any gain 
or loss may be made ; but any deduction in respect of any loss thereon 
must be disclosed in the taxpayer's return for the year in which the 
determination is made and a full statement of the facts and the 
basis upon which the computation is calculated must be attached to 
the return. Upon a sale or other disposition of the property, the 
consideration received shall be compared with the amount of the 
estimated salvage value used in computing the gain or loss as above 
provided, and the amount of the difference shall be treated as a gain 
or loss, as the case may be, of the year in which the sale or other 
disposition was made. (Reg. No. 45, Article 171.) 

Page 550 

Rates of depreciation — general. — Following former prac- 
tice, the Department makes no attempt to fix specific rates of 
depreciation. The new regulations confirm this attitude. 

Method of computing depreciation allowance. — 

Regulation. The capital sum to be replaced should be charged 
off over the useful life of the property either in equal annual instal- 
ments or in accordance with any other recognized trade practice, 
such as an apportionment of the capital sum over units of production. 
Whatever plan or method of apportionment is adopted must be rea- 
sonable and should be described in the return. (Reg. No. 45, Article 
166.) 
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Page 565 
Depreciation of intangible property. — As stated elsewhere, 
the Department now recognizes the position the author has 
held for several years, viz., that any kind of property, tangible 
or intangible, may be amortized, depreciated or depleted either 
on the basis of market value at March i, 1913, or upon cost 
since that time. 

Regulation. Intangibles, the use of which in the trade or busi- 
ness is definitely limited in duration, may be the subject of a depre- 
ciation allowance. Examples are patents and copyrights, and limited 
leases, licenses, and franchises. Intangibles, the use of which in 
the business or trade is nof*so limited, will not usually be a proper 
subject of such an allowance. For example, there can be^ no such 
allowance in respect of goodwill, trade-names, trade-marks, trade- 
brands, secret formulae or processes. If, however, an intangible 
asset acquired through capital outlay is known from experience to 
be of value in the business for only a limited period, the length of 
which can be 'estimated from experience with reasonable certainty, 
such intangible asset may be the subject of a depreciation allowance, 
provided the facts are fully shown in the return or prior thereto to 
the satisfaction of the Commissioner. (Reg. No. 45, Article 163.) 

The foregoing regulation is quite as liberal as could be 
desired. Leases are specifically provided for and on the same 
principle contracts would also be covered. If an automobile 
dealer secures a valuable contract from a manufacturer, and 
turns it over to a corporation, the latter may claim as a deduc- 
tion the cost of the contract spread' over its life, but in this 
case as in all other similar cases the corporation cannot claim 
the deduction unless the payment for the contract was made 
in good faith and for proper consideration, and where there 
was any community of interest between the dealer and the 
company the former would be compelled to return as taxable 
income the purchase price of the contract received by him 
from the corporation. 

Page 572 

Patents. — The following regulation is of interest. It will 
be noted that the taxpayer may elect not to take a deprecia- 
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tion allowance for patents. In view, however, of the limita- 
tion of the value of patents in connection with invested cap- 
ital, the permission would seem to be of doubtful value in 
most cases. Generally speaking, conservative business methods 
require the charging oflf of intangibles as .quickly as possible. 

Depreciation allowance for patent. — 

Regulation. In computing a depreciation allowance in the case 
of a patent or copyright, the capital sum to be replaced is the. cost 
(not already deducted as current expense) of the patent or copyright 
or its fair market value as of March i, 19 13, if acquired prior thereto. 
The allowance should be computed by an apportionment of the cost 
of the patent or copyright or of its fair market value as of March i, 
1913, over the life of the patent or copyright since its grant, or since 
its acquisition by the taxpayer, or since March i, 19 13, as the case 
may be. If the patent or copyright was acquired from the govern- 
ment, its cost consists of the various government fees, cost of draw- 
ings, experimental models, attorney's fees, ^tc, actually paid. A 
taxpayer may elect not to take a depreciation allowanpe for patents, 
but such election if made is final and will control the returns for all 
subsequent years. (Reg. No. 45, Article 168.) 

It should be noted that the Department now specifically 
permits the depreciation of a patent based on its value as of 
March i, 1913. Reg. No. 33, 1918, referred to on page 573, 
specifically disallowed such revaluation. 

Page 573 

Patterns, drawings, etc. — Previous regulations have re- 
quired that expenditures for patterns, etc., must be capitalized 
and specifically written oflf based on their eflfective life. The 
new regulations give to the taxpayer the option of charging 
oflf such items as an expense or capitalizing them. 

Depreciation of drawings and models. — 

Regulation. A taxpayer who has incurred expenses in his busi- 
ness for designs, drawings, patterns, models, or work of an experi- 
mental nature calculated to result in improvement of his facilities or 
his product, may at his option deduct such expenses from gross income 
for the taxable year in which they are incurred or treat such articles 
as a capital asset to the extent of the amount so expended. In the lat- 
ter case, if the period of usefulness of any such asset may be estimated 
from experience with reasonable accuracy, it may be the subject of 
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depreciation allowances spread over such estimated period of use- 
fulness. The facts must be fully shown in the return or prior thereto 
to the satisfaction of the Commissioner. Except for such deprecia- 
tion allowances no deduction shall be made by the taxpayer against 
any sum so set up as an asset except on the sale or other disposition 
of such assets at a loss or on proof of a total loss thereof. (Reg. 
No. 45, Article 169.) 



CHAPTER XXV 

DEDUCTIONS FOR OBSOLESCENCE AND 
AMORTIZATION 

Page 581 

Obsolescence. — The Department has always allowed as 
deductions realized obsolescence. As such deductions could 
have been made whether or not obsolescence as such was pro- 
vided for in the law, there would seem to be some good rea- 
son for the specific mention of obsolescence in the 1918 law. 
It was generally supposed that the new regulations would pro- 
vide for reserves for obsolescence as well as reserves for de- 
preciation. Article 167, which contains directions for com- 
puting depreciation, has this provision: "A taxpayer who in 
computing depreciation allowances in returns for years prior 
to 1 9 18 has not taken ordinary obsolescence into considera- 
tion, may for the year 19 18 and subsequent years, revise the 
estimate of the useful life of any property so as to allow 
for such future obsolescence as may be expected from ex- 
perience to result from the normal progress of the art.'' 

The foregoing would indicate that the Department ex- 
pects that so-called "ordinary obsolescence'' shall be included 
in the annual depreciation allowances rather than in a specific 
reserve for obsolescence. This accords with proper account- 
ing methods. As stated by the author on page 582, com- 
menting on past procedure, as obsolescence is a factor in 
depreciation, "it follows that in fact deductions were made for 
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obsolescence." The law now definitely sanctions the deductions 
which taxpayers have been making and which the Treasury 
Department has been allowing for some years. 

Extraordinary obsolescence. — The foregoing, how- 
ever, relates to so-called ''ordinary obsolescence.'' ' The regu- 
lation as to extraordinary obsolescence is as follows : 

Regulation. When through some change in business conditions 
the usefulness in the business of some or all of the capital assets is 
suddenly terminated, so that the taxpayer discontinues the business 
or discards such assets permanently from use in the business, he 
may claim as a loss for the year in which he takes such action the 
difference between the cost or value as of March i, 1913, of any 
asset so discarded (less any depreciation allowances) and its salvage 
value remaining. This exception to the rule requiring a sale or other 
disposition of property in order to establish a loss requires proof 
of some unforeseen cause by reason of which the property must be 
prematurely discarded, as, for example, where machinery or other 
property must be replaced by a new invention, or where an increase in 
the cost of or other change in the manufacture of any product makes 
it necessary to abandon such manufacture, to which special machin- 
ery is exclusively devoted, or where new legislation directly or indi- 
rectly makes the continued profitable use of the property impossible. 
This exception does not extend to a case where the useful life of 
property terminates solely as a result of those gradual processes for 
which depreciation allowances are authorized. It does not apply to 
inventories or to other than capital assets. The exception applies 
to buildings only when they are permanently abandoned or perma- 
nently devoted to a radically different use, and to machinery only 
when its use as such is permanently abandoned. Any loss to be de- 
ductible under this exception must be charged off on the books and 
fully explained in returns of income. This article is not intended 
to cover cases calling for the application of Articles 181-187. (Reg. 
No. 45, Article 143.) 

Page 585 

Amortization of plant. — The new regulations covering 
amortization are as follows: 

Property the cost of which may be amortized. — 

Regulation. The taxpayer may make a reasonable deduction 
from gross income not in excess of a sum sufficient to- extinguish the 
cost of buildings, machinery, equipment, or other facilities con- 
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structed, erected, installed, or acquired on or after April 6, 1917, for 
the production of articles contributing to the prosecution of the 
present war, and of vessels constructed or acquired on or after such 
date for the transportation of articles or men contributing to the 
prosecution of the present war. A deduction on account of amortiza- 
tion will be allowed only in the case of enterprises or projects falling 
within the class of activities contributing to the prosecution of the 
present war. (Reg. No. 45, Article 181.) 

Cost which may be amortized. — 

The total amount to be extinguished by amortization is the dif- 
ference between the original cost to the taxpayer of the property and 
its value to the taxpayer at the close of the amortization period 
(a) for sale or (b) for use, immediate or prospective, as part of 
the plant or equipment of a going business, whichever value is the 
larger, less any amounts otherwise deducted or deductible for wear, 
tear, obsolescence and loss. In the case of property the construction 
or installation of whfch was commenced before April 6, 191 7, and 
completed subsequently to that date, amortization will be allowed 
with respect only to the cost incurred on or after April 6, 1917. (Reg. 
No. 45, Article 182.) 

It should be noted that the total amount to be amortized 
is the difference between the cost of the property, and its 
value at the close of the period. If sold, or held for sale at 
a specific price, there will be no difficulty about the valuation. 
If the taxpayer proposes to use the plant immediately or 
prospectively as a going business, the basis of valuation is 
laid down on page 586. The regulations require that when 
the value of the property for sale is greater than its value 
for the use of the taxpayer, the latter value must be disre- 
garded and allowance for amortization can only be claimed 
on the basis of the sales value. This is reasonable. If the 
war plant of a taxpayer can be sold for $500,000 but the 
taxpayer thinks that to him it is worth only $400,000, a claim 
for amortization based on the $400,000 valuation would be 
unreasonable and improper. On the other hand, the only sales 
price with which the taxpayer need concern himself is that 
♦based upon a bona fide offer to buy. The mere fact that the 
taxpayer asked $500,000 for his plant would not have stopped 
him from later writing down its value on his books to $400,- 
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OCX). It would have to be shown that someone was willing to 
pay the $500,000. The valuation for prospective use must 
also be determined upon a reasonable basis. The taxpayer 
may hope to have some profitable use for a war plant at some 
future time, but he would not be bound by the valuation which 
such plant might represent to him prospectively. If, however, 
there is a prospective use which is definite enough to be trans- 
lated into a revaluation of the plant to be used for such pur- 
poses, then excessive amortization should not be claimed. 
Necessarily much is left to the good faith of the taxpayer. 
In fixing values it must be borne in mind that the Commis- 
sioner may at any time within three years require an ap-^ 
praisal and redetermination of the tax. If such appraisal 
indicates an excessive claim for amortization greater than 
that which a reasonable or diligent man would have claimed, 
the taxpayer will, no doubt, be subject to the penalties pro- 
vided for when an understatement is made in the returns. 

The regulation does not provide for the case of any 
property installed prior to April 6, 191 7, but when construc- 
tion was commenced before that date and completed subse- 
quently all that part completed after April 6 may be amortized. 

Amortization period. — 

Regulations. The period over which the deduction allowed is 
to be spread, or during which it is to be amortized, is the estimated 
period between the date of acquisition or completion of the property 
and the date upon which either (a) the property will become use- 
less or (b) the taxpayer will be able to earn by operation or use a 
normal return upon the unamortized cost, whichever date is the 
earlier. (Reg. No. 45, Article 183.) 

Method of amortization. — 

The proportion of allowable deduction to be allocated to each 
taxable year of the amortization period will be, as nearly as may 
be determined, the same proportion which the net income or profit 
derived during such taxable year bears to the entire net income or* 
profit derived during the amortization period from the operation or 
use of such property. (Reg. No. 45, Article 184.) 
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Additional requirements for amortization. — 

Claims for amortization must be unmistakably differentiated in 
the return from all other claims for wear, tear, obsolescence and 
loss. No such claim will be allowed unless it is reflected in any 
accounts submitted by the taxpayer to stockholders and in any credit 
statements by the taxpayer to banks, and is given full effect on his 
financial books of account. If government or other contracts taken 
by the taxpayer contained recognition of amortization as an element 
in the cost of production, copies of such contracts shall be filed with 
the taxpayer's return, together with a statement and description of 
any sums received on account of amortization and the basis upon 
which they were determined. In any case in which an allowance 
has been made for amortization of cost the taxpayer will not be 
allowed to restore to his invested capital for the purpose of the war 
profits and excess profits tax any portion of the amount covered 
by such allowance. (Reg. No. 45, Article 185.) 

Redetermination of amortization allowance. — 

Redetermination of the deduction allowed on account of amor- 
tization may, or at the request of the taxpayer shall, be made by 
the Commissioner at any time within three years after the termi- 
nation of the present war, and if as a result of an appraisal or from 
other evidence it is found that the deduction originally allowed was 
incorrect, the amount of tax due for each taxable year during the 
amortization period will be adjusted by additional assessment or by 
refund. (Reg. No. 45, Article 186.) 

Information to be furnished by taxpayer. — 

To obtain the benefit of this provision of the statute the tax- 
payer must establish to the satisfaction of the Commissioner that 
the entire deduction claimed and the proportion claimed for any 
particular year are reasonable. The taxpayer shall also submit a 
supplementary statement setting forth the following information: 
(a) a description of the property in reasonable detail; (b) the date 
or dates on which the property was acquired, and from whom, or, 
if constructed, erected, or installed by the taxpayer, the dates on 
which such construction, erection, or installation was begun and 
completed; (c) evidence establishing the intention of the taxpayer 
on and after April 6, 191 7, or on and after the date of acquisition 
or the date of beginning construction, erection or installation, to 
devote such property or vessels to the production of articles (or, in 
the case, of vessels, the transportation of articles or men) contrib- 
uting to the prosecution of the present war; (d) the cost of con- 
struction, erection, installation or acquisition; (e) the value of the 
property after termination of the amortization period; (f) a segre- 
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gation of property which will have no value (except for salvage) 
following the amortization period, and of property which will have 
value after such period for use in a going concern or business; 
(g) all deductions from gross income otherwise taken or claimed 
with respect to such property; (h) the computation by which the 
total amount to be extinguished by amortization was determined; 
and (i) the computation by which the proportion of the amortization 
charge claimed as deduction in the taxable year for which return 
is being made was determined. (Reg. No. 45, Article 187.) 



CHAPTER XXVI 

DEDUCTIONS FOR DEPLETION 

Page 591 

Basis for depletion of property acqiiired before March 
I, 1913,: — ^The new regulations contain enough changes to 
warrant reproduction in full. 

Depletion of mines, oil and gas wells. — 

Regulations. A reasonable deduction from gross income for the 
depletion of natural deposits and for the depreciation of improve- 
ments is permitted, based (a) upon cost, if acquired after February 
28, 1913, or (b) upon the fair market value as of March i, 1913, if 
acquired prior thereto, or (c) upon the fair market value within 30 
days after the date of discovery in the case of mines, oil and gas 
wells discovered by the taxpayer after February 28, 1913, where the 
fair market value is materially disproportionate to the cost. The 
essence of this provision is that the owner of such property, whether 
it be a leasehold or freehold, shall secure through an aggregate of 
annual depletion and depreciation deductions a return of the amount 
of capital invested by him in the property, or in lieu thereof an 
amount equal to the fair market value as of March i, 1913, of the 
properties owned prior to that date, or an amount equal to the fair 
market value within 30 days after the date of discovery of mines, 
oil or gas wells discovered by the taxpayer on or after March i, 
1913, and not acquired as the result of purchase of a proven tract 
or lease, where the fair market value of the property is materially 
disproportionate to the cost; plus in any case the subsequent cost 
of plant and equipment (less salvage value), and underground and 
overground development, which is not chargeable to current oper- 
ating expense, but not including land values for purposes other than 
the extraction of minerals. Operating owners, lessors, and lessees 
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are entitled to deduct an allowance for depletion, but a stockholder 
in a mining or oil or gas corporation is not. (Reg. No. 45, Article 
201.) 

Determination of cost of deposits. — 

In any case in which a depletion or depreciation deduction is 
computed on the basis of the cost or price at which any mine, mineral 
deposit, mineral rights, or leasehold was acquired, the owner or 
lessee will be required upon request of the Commissioner to show 
that the cost or price at which the property was bought was fixed 
for the purpose of a bona fide purchase and sale, by which the prop- 
erty passed to an owner, in fact as well as in form, different from 
the vendor. No fictitious or inflated cost or price will be permitted 
to form the basis of any calculation of a depletion or depreciation 
deduction, and in determining whether or not the price or cost at 
which any purchase or sale was made represented the actual market 
value of the property sold, due weight will be given to the relation- 
ship or connection existing between the person selling the property 
and the buyer thereof. (Reg. No. 45, Article 205.) 

Determination of fair market value of deposits. — 

Where the fair market value of the property at a specified date 
in lieu of the cost thereof is the basis for depletion and depreciation 
deductions, such value must be determined, subject to approval or 
revision by the Commissioner, by the owner of the property in the 
light of the conditions and circumstances known at that date, re- 
gardless of later discoveries or developments in the property or in 
methods of mining or extraction. The value sought should be that 
established assuming a transfer between a willing seller and a willing 
buyer as of that particular date. No rule or method of determining 
the fair market value of mineral property is prescribed, but the Com- 
missioner will lend due weight and consideration to any and all fac- 
tors and evidence having a bearing on the market value, such as cost, 
actual sales and transfers of similar properties, market value of stock 
or shares, royalties and rentals, value fixed by the owner for purposes 
of the capital stock tax, valuation for local or state taxation, part- 
nership accountings, records of litigation in which the value of the 
property was in question, the amount at which the property may 
have been inventoried in probate court, disinterested appraisals by 
approved methods, and other factors. (Reg. No. 45, Article 206.) 

Revaluation of deposits not allowed. — 

The cost of the property or its fair market value at a specified 



Digitized by VjOOQIC 



II50 



INCOME TAX PROCEDURE SUPPLEMENT 



date, as the case may be, plus subsequent charges to capital account 
not deductible as current expense, will be the basis for determining 
the depletion and depreciation deductions for each year during the 
continuance of the ownership under which the fair market value or 
cost was fixed, and during such ownership there can be no revalua- 
tion for the purpose of this deduction. This rule will not forbid the 
redistribution of the capital account over the estimated number of 
units remaining in the property in accordance with either of the 
next two articles. (Reg. No. 45, Article 207.) 

Computation of allowance for depletion of mines 

AND oil wells. 

When the cost or value as of March i, 1913, or within 30 days 
after the date of discovery of the property shall have been deter- 
mined, and the number of mineral units in the property as of the 
date of acquisition or valuation shall have been estimated, the division 
of the former amount by the latter figure will give the unit value for 
purposes of depletion, and the depletion allowance for the taxable 
year may be computed by multiplying such unit value by the number 
of units of mineral extracted during the year. If, however, proper 
additions are made to the capital account represented by the original 
cost or value of the property, or unforeseen extraordinary circum- 
stances necessitate a revised estimate of the number of mineral units 
in the ground, a new unit value for purposes of depletion may be 
found by dividing the capital account at the end of the year, less 
deductions for depletion to the beginning of the taxable year which 
have or should have been taken, by the number of units in the ground 
at the beginning of the taxable year. This number, unless a revision 
of the original estimate has been necessary, will equal the number of 
units in the ground at the date of original acquisition or valuation 
less the number extracted prior to the taxable year. If, however, a 
recalculation is needed, the number of units at the beginning of the 
year will be the sum of the gross production of the year and the 
estimated mineral reserves in the property at the end of the year. 
(Reg. No. 45, Article 210.) 

Page 593 

Depletion allowances to lessors. — It will be noted from 
Reg. No. 45, Article 201 (pages 1148 and 1149) that a stock- 
holder in a mining or oil or gas corporation is not entitled 
to any allowance for depletion, as the depletion claimed by and 
allowed to the corporation exhausts the allowable deduction. 
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Page 593 

Depletion allowances to lessees. — On pages 567 and 568 
will be found a full discussion of the deductions that may be 
taken by lessees in connection with buildings, land, etc. The 
following comments relate solely to the deductions which may 
be taken by the lessees of natural resources such as minerals, 
oil, timber, etc. It will be noted that the new regulations 
substantiate the statement of the author on page 593 that 
the fair value of leaseholds established as of March i, 1913, 
is the proper basis for a lessee to use in determining deple- 
tion allowances. , 

Capital recoverable through depletion allowance 
IN THE Case of lessee. — 

Regulation^. In the case of a lessee the capital remaining in 
any year recoverable through depletion allowances is the sum of (a) 
the cost of the leasehold, or its fair market value as of March i, 1913, 
or its fair market value within 30 days after discovery, as the case 
may be, plus (b) the cost of subsequent improvements and develop- 
ment not charged to current operating expenses, but minus (c) de- 
ductions for depletion which have or should have been taken to 
date, and (d) the portion of the capital account, if any, as to which 
depreciation has been and is being deducted instead of depletion. 
Any annual or periodical rents or royalties supplementing the bonus 
or other amount paid for the lease may be charged to current oper- 
ating expenses or to capital account, and in the latter event will 
form part of the capital returnable through deductions for depletion. 
(Reg. No. 45, Article 203.) 

Apportionment of deductions between lessor and 

lessee. — 

As the value of property comprehends the interests of both lessor 
and lessee, no computation, for the purpose of depletion allowances, 
of the value of these interests separately as of any date which com- 
bined exceeds the value of the property in fee simple will be per- 
mitted. The same principle applies to holders of fractional interests. 
If the aggregate deduction claimed is deemed excessive, the Com- 
missioner may request the owner or lessee to show that the valua- 
tion claimed does not exceed the fair market value of the property 
at a specified date determined in the manner explained in Article 
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206. The lessor and lessee shall, with the approval of the Commis- 
sioner, equitably apportion the allowance in the light of the peculiar 
conditions in each case and on the basis of their respective inter- 
ests therein. To the return of every taxpayer claiming an allow- 
ance for depletion in respect of (a) property in which he owns 
a fractional interest only or (b) a leasehold or (c) property subject 
to a lease, there shall be attached a statement setting forth the name 
and address and the precise nature of the holdings of each person 
interested in the property. (Reg. No. 45, Article 204.) 

Page 595 

Advance royalties. — In the new regulations the Depart- 
ment takes a more liberal attitude than that indicated by the 
author. Owners in receipt of royalties must report royalties 
as taxable income but are permitted to deduct depletion 
even though there has been no extraction during the taxable 
year. It is, however, provided that if the deductions were 
found to be unwarranted because the minerals were not really 
taken out, upon repossession the amount theretofore claimed 
for depletion must be returned as income for the year when 
the property is repossessed. The actual working out of this 
might result in the imposition of an extremely large tax for 
one year. It would be more equitable if amended returns 
were permitted. 

Depletion of mine based on advance royalties. — 

Regulation. Where the owner has leased a mining property 
for a term of years with a requirement in the lease that the lessee 
shall mine and pay for annually a specified number of tons or other 
agreed units of measurement of such mineral, or shall pay annually 
a specified sum of money which shall be applied in payment of the 
purchase price or agreed royalty per unit of such mineral whenever 
the same shall thereafter be mined and removed from the leased 
premises, the value in the ground to the lessor for purposes of de- 
pletion of the number of units so paid for in advance of mining will 
constitute an allowable deduction from the g^ross income of the year 
in which such payment or payments shall be made; but no deduction 
for depletion by the lessor shall be claimed or allowed in any subse- 
quent year on account of the mining or removal in such year of any 
ore or mineral so paid for in advance and for which deduction has 
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been once made. If for any reason any such mining lease shall be 
terminated before the ore or mineral therein which has been paid 
for in advance has been mined and removed, and the lessor repos- 
sesses the leased property, an amount equal to this aggregate deduc- 
tions for depletion allowed in respect of ore or mineral not mined 
and removed by the lessee, but still in the ground, will be deemed 
income to the lessor and will be returned as such for the year in 
which the property is repossessed. (Reg. No. 45, Article 215.) 

Page 598 

Mines — ^valuation and depletion regulations. — In view of 
the changes in 1918 law the new regulations necessarily differ 
from Reg. No. 33, reproduced on pages 598 to 602. As an 
analysis of the old and the new regulations would occupy 
more space than the insertion of Jhe new regulations in full, 
the latter course is adopted. 

Determination of quantity of ore in mine. — 

Regulations. Every taxpayer claiming a deduction for deple- 
tion will be required to estimate with respect to each separate prop- 
erty the total units (tons, pounds, ounces or c^her units) of ores and 
minerals reasonably known or on good evidence believed to have 
existed in the ground on March i, 1913, or on the date of acquisition 
of the property, or within 30 days after the date of discovery, as the 
case may be. In estimating the total units of ores and minerals for 
purposes of depletion the property must be considered in the condi- 
tion in which it was on March i, 1913, or the date of acquisition, or 
within 30 days after the date of discovery, but if subsequently during 
the ownership of the taxpayer making the return additional recover- 
able mineral deposits have been discovered or developed which were 
not taken into account in estimating the number of units for pur- 
poses of depletion, or if it shall be discovered by working, develop- 
ment or exploration that ground previously estimated to contain 
commercially recoverable mineral is barren or contains only com- 
mercially unworkable mineral, a new estimate of the recoverable 
units of ores or minerals shall be made and when made shall there- 
after constitute a basis for depletion. In the selection of the unit 
of estimate the custom or practice applicable to the type of mineral 
deposit and the character of the operations thereon should be con- 
sidered. The estimate of the recoverable units of ores or minerals 
for the purpose of depletion shall include (a) the ores and min- 
erals "in sight," "blocked out," "developed," or "assured," in the 
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usual or conventional meaning of these terms in respect to the type 
of deposit, and may also include (b) "prospective" or "probable" 
ores and minerals (in the same sense), i.e., ores and minerals that 
are believed to exist on the basis of good evidence, although not 
actually known to occur on the basis of existing development, but 
"probable" or "prospective" ores and minerals may be computed 
for purposes of depletion only as extensions of known deposits into 
undeveloped ground. (Reg. No. 45, Article 208.) 

Statement to be attached to return where deple- 
tion OF MINE CLAIMED. 

To the return of the taxpayer claiming a deduction for deple- 
tion or depreciation or both there should be attached a statement 
setting out: (a) whether the owner is a fee owner or lessee or both; 
(b) a description of the property owned in fee, if any, and a de- 
scription of the leasehold property, if any, including the date of 
acquisition and the date of expiration of the lease; (c) the fair 
market value as of March i, 1913, or within 30 days of the date of 
discovery, or the cost, as the case may be, of the property owned in 
fee and the leasehold property, together with a statement of the 
precise method by which the value or the cost of freehold and lease- 
hold property was determined; (d) the estimated number of units 
of mineral or ore at the date of' acquisition or of valuation in the 
property owned in fee* and in the leasehold property separately, to- 
gether with an explanation of the method used in estimating in each 
case the number of units of mineral or ore for purposes of depletion ; 
(e) the amount of capital applicable to each unit; (f) the number 
of units removed and sold during the year for which the return was 
made; (g) the total amount deducted on account of depletion and 
on account of depreciation, stated separately, up to the taxable year 
during the ownership of the taxpayer; and (h) any other data 
which would be helpful in determining the reasonableness of the de- 
pletion and depreciation deductions claimed in the return. (Reg. No. 
45, Article 217.) 

Discovery of mine. — 

The discovery of a mine or a natural deposit of mineral, whether 
it be made by an owner of the land or by a lessee, shall be deemed to 
mean (a) the bona fide discovery of a commercially valuable de- 
posit of ore or mineral of a value materially in excess of the cost 
of discovery in natural exposure or by drilling or other exploration 
conducted above or below ground, or (b) the development and prov- 
ing of a mineral or ore deposit which has been abandoned or appar- 
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ently worked out, or sold, leased or otherwise disposed of, by an 
owner or lessee prior to the development of a body of ore or mineral 
of sufficient size, quality and character to determine it, in connection 
with the physical and geological conditions of its occurrence, to be 
a mineable deposit of ore or mineral having a value materially in 
excess of the cost of the proving and development. In determining 
whether a discovery has been made the Commissioner will take into 
account the peculiar conditions of the case, and every taxpayer 
claiming the value of a mineral deposit on the date of discovery or 
within 30 days thereafter for purposes of depletion will be required 
to attach to his return a statement setting forth the conditions and 
circumstances of the discovery and the size, character and location 
of the deposit, together with the cost of discovery, its value and the 
precise method used in determining the value. (Reg. No. 45, Article 
219.) 

Charges to capital and to expense in the case of 

MINE. 

In the case of mining operations all expenditures for plant equip- 
ment, development, rent and royalty prior to production, and there- 
after all major items of plant and equipment, sHall be charged to 
capital account for purposes of depletion and depreciation. After a 
mine has been developed and equipped to its normal and regular out- 
put capacity, however, the cost of additional minor items of equip- 
ment and plant, including mules, motors, mine cars, trackage, cables, 
trolley wire, fans, small tools, etc., necessary to maintain the normal 
output because of increased length of haul or depth of working 
consequent on the extraction of mineral, and the cost of replace- 
ments of these and similar minor items of worn-out and discarded 
plant and equipment, may be charged to current expense of opera- 
tions. (Reg. No. 45, Article 222.) 

Depreciation of improvements in the case of mine. — 

It shall be optional with the taxpayer, subject to the approval of 
the Commissioner, (a) whether the cost or value of the mining prop- 
erty, including ores and minerals, plant and equipment, and charges 
and additions to capital account not charged to expense and deducted 
as expense on the returns of the taxpayer, shall be recovered at a 
rate established by current exhaustion of mineral, or (b) whether the 
cost or value of the mineral and charges to capital account of ex- 
penditures other than for physical property shall be recovered by 
appropriate charges based on depletion and the cost or value of 
plant and equipment shall be recovered by reasonable charges for de- 
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preciation calculated by the usual rules for depreciation or accord- 
ing to the peculiar conditions of the taxpayer's case by a method 
satisfactory to the Commissioner. Nothing in these regulations shall 
be interpreted to mean that the value of a mining plant and equip- 
ment may be reduced by depreciation or depletion deductions to a 
sum below the value of the salvage when the property shall have 
become obsolete or shall have been abandoned for the purpose of 
mining, or that any part of the value of land for purposes other 
than mining may be recoverable through depletion or depreciation. 
(Reg. No. 45, Article 224.) 

It will be noted that in the foregoing regulations the pro- 
vision of the 1 9 18 law that the depletion allowance in the 
case of new discoveries may be based upon the fair market 
value of the property at the date of the discovery or within 
30 days thereafter, is fully dealt with. 

Provision is made that many items which are ordinarily 
deemed to be capital expenditures, such as mine cars, motors, 
etc., may be charged to current expenses when such purchases 
become necessary because of increased length of haul or depth 
of working. In the instructions which govern the determina- 
tion of the amount of ore in the mine as contained in Article 
208, it is provided that the estimate must include minerals 
'^assured'' and may include prospective or probable quanti- 
ties. In making this estimate due consideration should 
be given to the comments on pages 596 to 598. In some 
cases estimates of possible future extraction h^ve been so 
large as to make the annual depletion rate a negligible factor. 
Such a result proves the inaccuracy of the estimate, as pur- 
chases of mines are not made on such a basis. 

Page 602 
Gas and oil wells — valuation and depletion. — 

Determination of quantity of oil in ground. — 

Regulations. In the case of either an owner or lessee it will be 
required that an estimate, subject to the approval of the Commis- 
sioner, shall be made of the probable recoverable oil contained in 
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the territory with respect to which the investment is made as of the 
time of purchase, or as of March i, 1913, if acquired prior to that 
date, or within 30 days after the date of discovery, as the case may 
be. The oil reserves must be estimated for all undeveloped proven 
land as well as producing land. If information subsequently obtained 
clearly shows the estimate to have been materially erroneous, it may 
be revised with the approval of the Commissioner. (Reg. No. 45, 
Article 209.) 

Computation of allowance for depletion of gas 

WELLS. 

On account of the peculiar conditions surrounding the production 
of natural gas it will be necessary to compute the depletion allow- 
ances for gas properties by methods suitable to the particular cases in 
question and acceptable to the Commissioner. Usually, the deple- 
tion of natural gas properties should be computed on the J^asis of 
decline in closed or rock pressure, taking into account the effects of 
water encroachment and any other modifying factors. The follow- 
ing methods may also be used. In many fields more or less additional 
evidence on depletion is to be had from such considerations as (a) 
details of production (performance record of well or property) ; (b) 
decline in open flow capacity; (c) comparison with life histories of 
similar wells or properties, particularly those now exhausted; and 
(d) size of reservoir and pressure of gas. In using the closed pres- 
sure decline method, the pressure at which wells are abandoned may 
be subtracted from the observed pressures in order to determine the 
correct percentages. The estimates for properties in certain fields 
are subject to some further correction for various reasons, among 
which are (a) irregular encroachment of water or oil which reduces 
the rate of decline in pressure; (b) even though there be no encroach- 
ment of oil or water, the size of the reservoir remaining fixid, the 
pressure decline does not follow in exact and precise proportion to 
the amount withdrawn; and (c) as a rule less gas is marketed for 50 
pounds of decline in .the early history of the well than during the 
decline of a similar amount in the later history or after the pressure 
has become low. The gas producer will be expected to compute the 
depletion as accurately as possible and submit with his return a 
description of the method by which the computation was made. The 
following formula, in which the units of gas are pounds per square 
inch of closed pressure, may be used and is recommended: the 
quotient of the capital account recoverable through depletion al- 
lowances to the end of the taxable year, divided by the sum of the 
pressures at th^* beginning of the year less the sum of the pressures 
^t the time of expected abandonment (which quotient is the unit 
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cost), multiplied by the sum of the pressures at the beginning of th« 
taxable year plus the sum of the pressures of ^new wells less the sum 
of the pressures at the end of the tax year, equals the depletion 
allowance. (Reg. No. 45, Article 211.) 

Procedure for computation of depletion of gas 
wells in the future. 

A closed pressure reading of a gas well which has been produc- 
ing, or is near gas wells that have been producing, is reduced to a 
greater or less extent, depending on its location and the length of 
time it has been closed in. To get readings most useful for tax 
purposes it is necessary to record the length of time the well has 
been closed and to show how the pressure built up during this 
period. Several readings at successive times will tend to indicate the 
point at which the pressure becomes approximately stationary, that 
is, the point at which the closed pressure approaches as nearly as 
possible the maximum pressure which would be shown if the well 
and all others in the pool were closed for several months. The length 
of time required varies of course with the character of the sand, 
position of the packer, the location of the well with reference to 
other wells, the limits of the pool and other considerations. The 
depth of the well, diameter of tubing, and line pressure when the 
well was shut off should be noted. Beginning with 1919, closed pres- 
sure readings of representative wells, if not of all wells, must be 
carefully made and kept. In order to standardize pressure readings, 
the well should remain closed until such time as the pressure will 
not build up more than i per cent of the total pressure in 10 
minutes. Ordinarily 24 hours will suffice for this purpose, but some 
wells will need to remain closed for a longer period. If there is any 
water in the well it should be blown or pumped off before the well 
is closed. Since readings at the exact end of the fiscal year will 
ordinarily not be available, the pressure of that date may be obtained 
by interpolation or extrapolation, or in certain cases readings taken 
regularly in September or some other month may be applicable to 
the end of the fiscal or tax year. As a general rule September 
closed pressure readings taken regularly furnish the best indication 
of depletion and it is recommended that such readings be made with 
especial regularity and care. Where interpolated readings are used 
the data from which they are obtained should be given. Gauges 
should be of appropriate capacity considering the pressure to be 
measured and should be frequently tested. Record should be kept 
of the numbers of the gauges, dates the gauges were tested, names 
of men testing, and other significant details. (Reg. No. 45, Article 

2X2.) 
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Computation of allowance where quantity of oil 

OR GAS uncertain. 

If for any reason the quantity of oil or gas on the property 
cannot be . determined with any degree of certainty, thus precluding 
the use of the unit cost method of computing depletion, the depletion 
deduction may be computed in accordance with some other method or 
rule satisfactory to the Commissioner. In case any method other than 
the unit cost method is proposed to be used by the taxpayer in com- 
puting his depletion allowance, a full description of the method 
used must be submitted with the return, together with a summary of 
the figures or calculations pertaining to such computation. (Reg. No. 
45, Article 213.) 



Computation of depletion allowance for combined 
holdings of oil and gas wells. — 

(i) Oil properties. — The recoverable oil belonging to the tax- 
payer shall be estimated separately on the smallest unit on which data 
are available, such as individual wells or tracts, and these added to- 
gether into a grand total to be applied to the total capital account re- 
turnable through depletion. The capital account shall include the cost 
or value, as the case may be, of all oil or gas leases or rights within 
the United States and its possessions, plus all incidental costs of de- 
velopment not charged as expense nor returnable through depre- 
ciation. The unit value of the total recoverable oil or gas is the 
quotient obtained by dividing the total capital account recoverable 
through depletion by the total estimated recoverable oil or gas. This 
unit multiplied by the total number of units of oil or gas produced 
by the taxpayer during the taxable year from all of the oil and gas 
properties will determine the amount which may be allowably de- 
ducted from the gross income of that year. This total depletion 
allowance divided by the total capital account returnable through 
depletion will give the percentage of depletion for the taxable year. 
This percentage must be applied to the capital account returnable 
through depletion of each separate leasehold and fee property in- 
cluded in the holdings of the taxpayer to find the proper amount 
deductible for depletion from the capital account of each tract at the 
end of the taxable year. 

(2) Gas properties. — In the case of the gas properties of a tax- 
payer the depletion allowance for each pool may be computed by 
using the combined capital account returnable through depletion of 
all the tracts of gas land owned by the taxpayer in the pool and the 
average decline in rock pressures of all the taxpayer's wells in such 
pool as in the formula given in Article 211. The total allowance for 
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depletion of the gas properties of the taxpayer will be the sum of 
the amounts computed for each pool. (Reg. No. 45, Article 214.) 

Statement to be attached to return where deple- 
tion OF OIL OR GAS CLAIMED, 

To each return made by a person owning or operating oil or gas 
properties, there should be attached a statement showing for each 
property the following information, which may be given in the form 
of a table, if desired, by taxpayers owning more than one property: 
(a) the fair market value of the property (exclusive of machinery, 
equipment, etc., and the value of the surface rights) as of March i; 
1913, if acquired prior to that date; or the fair market value of the 
property within 30 days after the date of discovery ; or the actual 
cost of the property, if acquired subsequently to February 28, 1913, 
and not covered by the foregoing clause; (b) how the fair market 
value was ascertained, if the property came under the first or second 
head under (a) ; (c) the estimated quantity of oil or gas in the 
property at the time that the value or cost was determined; (d) the 
•name and address of the person making the estimate and the manner 
in which this estimate was made, including a sUmmary of the calcu- 
lations; (e) the amount of capital applicable to each unit (this being 
found by dividing the value or cost, as the case may be, by the esti- 
mated number of units of oil or gas in the property at the time the 
value or cost was determined) ; (f) the quantity of oil or gas pro- 
duced during the year for which the return is made (in the case of 
new properties it is desirable that thfs information be furnished by 
months) ; (g) the number of acres of producing and proven oil or 
gas land; (h) the number of wells producing at the beginning and 
end of the taxable year; (i) the date of completion of wells finished 
during the taxable year; (j) the date of abandonment of all wells 
abandoned during the taxable year; (k) a property map showing the 
location of the property and of the producing and abandoned wells, 
dry holes, and proven oil and gas land; (1) the average gravity of 
the oil produced on the tract; (m) the number of pay sands and 
average thickness of each pay sand or zone on the property; (n) 
the average depth to the top of each of the different pay sands; 
(o) any data regarding change in operating conditions, such as 
flooding, use of compressed air, vacuum, shooting, etc., which have 
a direct effect on the production of the property; (p) the monthly 
or annual production of individual wells and the initial daily pro- 
duction of new wells (this is highly desirable information and 
should be furnished wherever possible) ; (q) (for the first year in 
which the above information is filed for a property which was pro- 
ducing prior to the taxable year covered by th^ above statement 
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the following information must be furnished) annual production 
of the tract or of the individual wells, if the latter information is 
available, from the beginning of its productivity to the beginning 
of the taxable year for which the return was filed; the average 
number of wells producing during each year; and the initial daily 
production of each well; and (r) any other data which will be 
helpful in determining the reasonableness of the depletion deduc- 
tion. When a taxpayer has filed adequate maps with the Commis- 
sioner he may be relieved of filing further maps of the same prop- 
erties, provided all additional information necessary for keeping the 
maps up to date is filed each year. This includes records of dry holes, 
as well as producing wells, together with logs, depth and thickness of 
sands, location of new wells, etc. By "production" is meant gross 
production of all oil or gas recovered from the wells and tanked "or 
utilized. In those leases where no account is kept of the oil or gas 
used for fuel, the gross production will necessarily be that remain- 
ing after the fuel used in the property has been taken out. In cases 
of this kind an estimate of the fuel used from each tract should be 
given for each year. (Reg. No. 45, Article 218.) 



Discovery of oil and gas wells. — 

In order to take advantage of his discovery on or after March i, 
1913, of oil or gas wells, the taxpayer must snow (a) that the tract 
for which such valuation is claimed was not as to the particular 
sand or zone discovery of which is claimed proven oil land at the 
time the so-called discovery was made, proven oil land being that 
which has been shown by finished wells, supplemented by geologic 
data, to be such that other wells drilled thereon are practically cer- 
tain to be commercial producers; (b) that the discovery was a bona 
fide discovery of a commercial well of oil or gas or both of these 
substances on the property in question, a commercial well being one 
whose production is such as to offer a reasonable expectation of at 
least returning the capital invested in such well through the sale 
of the oil or gas or both derived therefrom during its economic life; 
and (c) that the fair market value of the property was materially 
in excess of the cost. (Reg. No. 45, Article 220.) 



Proof of discovery of oil and gas wells. — 

In order to meet the requirements of the preceding article to 
the satisfaction of the Commissioner, the taxpayer will be required, 
among other things, to submit the following with his return: (a) a 
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map of convenient scale, showing the location of the tract and dis- 
covery well in question and of the nearest producing well, and the 
development for a radius of at least 3 miles from the tract in. ques- 
tion, both on the date of discovery and on the date when the fair 
market value was set; (b) a certified copy of the log of the discovery 
well, showing the location, the date drilling began, the date of com- 
pletion and beginning of production, the formations penetrated, the 
oil, gas and water sands penetrated, the casing record, and any other 
information tending to show the condition of the well on the date 
the discovery was claimed; (c) the logs of enough other wells drilled 
prior to the date of completion of the discovery in the vicinity of the 
discovery well to convince the Commissioner that the sand or zone 
discovery of which is claimed was not known prior to the so-called 
discovery; (d) a sworn record of production, clearly proving the 
commercial productivity of the discovery well; (e) a sworn copy of 
the records, showing the cost of the property; and (f) a full ex- 
planation of the method of determining the value on the date of dis- 
covery or within 30 days thereafter, supported by satisfactory evi- 
dence of the fairness of this value. (Reg. No. 45, Article 221.) 



Charges to capital and to expense in the case of 
OIL and gas wells. — 

Such incidental expenses as are paid for wages, fuel, repairs, 
hauling, etc., in connection with the exploration of the property, 
drilling of wells, building of pipe lines and development of the prop- 
erty may at the option of the taxpayer be deducted as an operating 
expense or charged to the capital account returnable through deple- 
tion. If in exercising this option the taxpayer charges these inci- 
dental expenses to capital account, in so far as such expense is repre- 
sented by physical property, it may be taken into account in deter- 
mining a reasonable allowance for depreciation. The cost of drill- 
ing non-productive wells may at the option of the operator be de- 
ducted from g^oss income as an operating expense or charged to 
capital accounts returnable through depletion and depreciation as in 
the case of productive wells. Casing-head-gas contracts have been 
construed to be tangible assets and their cost may be added to the 
capital account returnable through depletion, following the rate set 
by the oil wells from which the gas is derived, or if the life of the 
contract is shorter than the reasonable expectation of the life of the 
wells furnishing the gas, the capital invested in the contract may be 
written off through yearly allowances equitably distributed over the 
life of the contract. All oil produced during the taxable year, whether 
sold or unsold, must be considered in the computation of the deple- 
tion allowance for the taxable year. (Reg. No. 45, Article 223.) 
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Depreciation . OF improvements in the case of oil 

AND GAS WELLS. 

Both owners and lessees operating oil or gas properties will, in 
addition to and apart from the deduction allowable for the deple- 
tion or return of capital as hereinbefore provided, be permitted to 
deduct a reasonable allowance for depreciation of physical property, 
such as machinery, tools, equipment, pipes, etc., so far as not in con- 
flict with the option exercised by the taxpayer under Article 223. 
The amount deductible on this account shall be such an amount 
based upon its capitalized value or cost equitably distributed over 
its useful life as will bring such property to its true salvage value 
when no longer useful for the purpose for which such property was 
acquired. Accordingly, where it can be shown to the satisfaction of 
the Commissioner that the reasonable expectation of the economic life 
of the oil or g^s deposit with which the property is connected is 
shorter than the normal useful life of the physical property, the 
amount annually deductible for depreciation may for such property 
be based upon the length of life of the deposit. (Reg. No. 45, Article 
225.) 



Depletion and depreciation of oil and gas wells in 
years before i916. 

If upon examination it is found that in respect ^f the entire 
drilling cost of wells, including physical property and incidental 
expenses, between March i, 1913, and December 31, 1915, a tax- 
payer has been allowed a reasonable deduction sufficient to provide 
for the elements of exhaustion, wear and tear, and depletion, it will 
not be necessary to reopen the returns for years prior to 19 16 in 
order to show separately in these years the portions of such deduc- 
tion representing depletion and depreciation, respectively. Such 
separation will be required to be made of the reserves for depre- 
ciation at January i, 1916, and proper allocation between deprecia- 
tion and depletion must be maintained after that date. In any case 
in which it is found that the deductions taken between March i, 
1913, and December 31, 191 5, are not reasonable, amended returns 
may be required for these years. (Reg. No. 45, Article 226.) 

It will be noted that in the determination of the total 
quantity removable, an estimate must be made for all un- 
developed proven land (Article 209), as well as producing 
land. It is obvious that if an optimistic estimate is made, 
such as estimates in some of the literature regarding oil prop- 
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erties which is now being circulated, the annual depletion al- 
lowance will be very small. 

The Department has always been disposed to allow reason- 
able depletion charges when the circumstances of any particular 
case differentiated that case from others. 

In connection with computation of depreciation (Article 
225) it is recognized that ''the reasonable expectation of 
the economic life" may increase the amount of depreciation. 
This principle also applies to depletion charges. 

Page 609 

Timber — ^valuation and depletion. — The new regulations 
are more comprehensive than the old and are therefore re- 
produced in full. Article 230 regarding revaluation is some- 
what more liberal than the regulation quoted on page 610. 

Depletion of timber. — 

Regulations. A reasonable deduction from gross income for 
the depletion of timber and for the depreciation of improvements is 
permitted, b^ed (a) upon cost if acquired after February 28, 1913, 
or (b) upon the fair market value as of March i, 1913, if acquired 
prior thereto. The essence of this provision is that the owner of 
timber property, whether it be a leasehold or a freehold, shall secure 
through an aggregate of annual depletion and depreciation deduc- 
tions a return of the amount of capital invested by him in the prop- 
erty, or in lieu thereof an amount equal to its fair market value as of 
March i, 1913, plus in any case the subsequent cost of plant, equip- 
ment, and development which is not chargeable to current operating 
expenses, but not including cut-over land values. (Reg. No. 45, 
Article 227.) 

Capital recoverable through depletion allowance 
IN the case of timber. 

In general, the capital remaining in any year recoverable through 
depletion allowances may be determined as indicated in Articles 202 
and 203. In the case of leases the apportionment of deductions be- 
tween the lessor and lessee should be made as specified in Article 204. 
Where it becomes necessary to determine the cost or fair market 
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value as of March i, 1913, of the property, the rules laid down in 
Articles 205 and 206 should be followed so far as possible. (Reg. No. 
45, Article 228.) 

Computation of allowance for depletion of tim- 
ber. — 

An allowance for the depletion of timber in any taxable year 
shall be based upon the number of feet of stumpage cut during the 
year and the unit cost of the stumpage at the date of acquisition 
or the unit market value on March i, 1913, if acquired prior thereto. 
The unit market value as of March i, 1913, shall be the unit price 
at which the standing timber in its then condition and in view of its 
then environmejit could have been sold for cash or its equivalent. 
The amount of the deduction for depletion in any taxable year shall 
be the product of the number of feet of stumpage cut during the 
year multiplied by such unit cost or market value of the stumpage. 
(Reg. No. 45, Article 229.) 

Revaluation of stumpage. — 

The fair market value of stumpage when determined as of March 
I, 19 13, for the purpose of depletion allowances in the case of tim- 
ber acquired prior thereto, shall be the basis for determining the 
depletion deduction for each year during the continuance of the 
ownership under which the fair market value* of the stumpage was 
fixed, and during such ownership there can be no redetermination of 
the fair market value of the stumpage for such purpose. However, 
the unit market value of stumpage adopted by the taxpayer may 
subsequently be changed if from any cause such value, if continued 
as a basis of depletion, should upon evidence satisfactory to the Com- 
missioner be found inadequate or excessive for the extinguishment 
of the fair market value of the timber as of March i, 1913. (Reg. 
No. 45, Article 230.) 

Charges to capital and to expense in the case of 

. TIMBER. 

In the case of timber operations all expenditures for plant, equip- 
ment, development, rent and royalty prior to production, and there- 
after all major items of plant and equipment, shall be charged to 
capital account for purposes of depreciation. After a timber oper- 
ation and plant has been developed and equipped to its normal and 
regular output capacity, the cost of additional minor items of equip- 
ment and the cost of replacement of minor items of worn-out and 
discarded plant and equipment may be charged to current expenses 
of operations. (Reg. No. 45, Article 231.) 
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Depreciation of improvements in the case of tim- 
ber. — 

The cost or value as of March i, 1913, as the case may be, of 
development not represented by physical property having an inventory 
value, and such cost or value of all physical property which has 
not been deducted and allowed as expense in the returns of the 
taxpayer, shall be recoverable through depreciation. It shall be 
optional with the taxpayer, subject to the approval of the Commmis- 
sioner, (a) whether the cost or value, as the case may be, of the 
property subject to depreciation shall be recovered at a rate estab- 
lished by current exhaustion of stumpage, or (b) whether the cost 
or value shall be recovered by appropriate charges for depreciation 
calculated by the usual rules for depreciation or according to the 
peculiar conditions of the taxpayer's case by a method satisfactory 
to the Commissioner. In no case may charges for depreciation be 
based on a rate which will extinguish the cost or value of the prop- 
erty prior to the termination of its useful life. Nothing in these 
regulations shall be interpreted to mean that the value of a timber 
plant and equipment, so far as it is represented by physical property 
having an inventory value, may be reduced by depreciation deduc- 
tions to a sum below the value of the salvage when the plant and 
equipment shall have become obsolete or worn out or shall have 
been abandoned, or that any part of the value of cut-over land may 
be recoverable through depreciation. {R^g. No. 45, Article 232.) 

Statement to be attached to return where deple- 
tion OF timber claimed. — 

To the return of the taxpayer claiming a deduction for depletion 
or depreciation or both there should be attached a statement setting 
out (a) whether the owner is an owner in fee or a lessee or both; 
(b) a description of the property owned in fee, if any, and a descrip- 
tion of the leasehold property, if any, including the date of acquisition 
and the date of expiration of the lease; (c) the cost of the free- 
hold and the leasehold property; (d) the number of feet of timber 
removed and sold during the year for which the return was made; 
(e) the total amount deducted on account of depletion and on account 
of depreciation, stated separately, up to the taxable year during the 
ownership of the taxpayer; and (f) any other data which would be 
helpful in determining the reasonableness of the depletion and de- 
preciation deductions claimed in the return. The taxpayer shall keep 
accurate ledger accounts as outlined in Article 216, and in general 
should comply with the requirements of the foregoing articles relating 
to the depletion of mines and oil and gas wells so far as appHcable. 
(Reg. No. 45, Article 233.) 
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CHAPTER XXVIII 

NON-RESIDENT ALIENS 

Page 626 
Definition of non-resident aliens. — 

Regulation. *' Non-resident alien individual" means an individual 
(a) whose residence is not within the United States, and (b) who is 
not a citizen of the United States. Any alien living in the United 
States who is not a mere transient is a resident of the United States 
for purposes of the income tax. Whether he is a transient or not is 
determined by his intentions with regard to his stay. The best evi- 
dence of such intentions is afforded by the conduct, acts, and declara- 
tions of the alien. The typical transient is one who. stops for a short 
time in the course of a journey through the United States, sometimes 
performing labor, sometimes not, or one who enters the United States 
intending only to stop long enough to carry out some purpose, object 
or plan not involving an extended stay. A mere floating intention, 
indefinite as to time, to return to another country is not sufficient to 
constitute him a transient. (Reg. No. 45, Article 311.) 

Page 628 

Withholding by employers. — From payments made to non- 
resident aliens, the amount to be withheld under Section 221 
(a) of the 1918 law is 8 per cent. Prior to the passage of 
the 1918 law the rate of withholding was 2 per cent. Non- 
resident aliens are responsible for the entire 8 per cent from 
January i, 19 18, but employers who did not withhold at that 
rate until after the passage of the law (February 24, 1919) 
are not responsible for failure to withhold at the higher rate. 

Withholding at the new rates — liability of debt- 
ors AND OF creditors. — Employers of non-resident aliens 
were not required in making payments prior to February 25, 
19 1 9, to withhold more than 2 per cent of such payments 
and as to such payments will not be held responsible for 
more than 2 per cent unless then actually withheld at a higher 
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rate. This ruling does not affect the tax liability of the 
non-resident alien who will be liable for tax at the rates pre- 
scribed for 19 18 and 19 19 and should make returns accord- 
ingly. He is entitled to credit for the amount paid to the 
government by withholding agent. (Telegram to The Cor- 
poration Trust Company, signed by Commissioner Daniel C. 
Roper and dated March 5, 1919.) 

Regulations. Credit for a personal exemption and for depend- 
ents in case of non-resident alien individual. — (a) The following is 
an incomplete list of countries which either impose no income tax or 
in imposing an income tax allow the similar credit required by the 
statute: Argentina, Brazil, Canada, Cuba, France, Italy, Mexico, 
Union of South Africa, (b) The following is an incomplete list of 
countries which in imposing an income tax do not allow the similar 
credit required by the statute: Australia, Great Britain and Ireland, 
Japan, New Zealand. A non-resident alien individual who is a citizen 
or subject of any country on the first list is entitled for the purpose of 
the normal tax to such credit for a personal exemption and for de- 
pendents as his family status may warrant. If he is a citizen or sub- 
ject of any country on the second list he is not entitled to any such 
credit. If he is a citizen or subject of a country which is on neither 
list, then to secure credit for a personal exemption or for dependents 
or both he must prove to the satisfaction of the commissioner that his 
country does not impose an income tax or that in imposing an income 
tax it grants the similar credit required by the statute. (T. D. 281 1, 
March 22, 1919.) 

Allowance of credits to non-resident alien em- 
ployees. — 

A non-resident alien employee, provided he is entitled under Sec- 
tion 2x6 of the statute to credit for a personal exemption or for de- 
pendents or both, may claim the benefit of such credit by filing with 
his employer form 1115, duly filled out and executed under oath. On 
the filing of such a claim his employer shall examine it. If, on such 
examination, it appears that the claim is in due form, that it contains 
no statement which, to the knowledge of the employer, is untrue, and 
that such employee, on the face of the claim, is entitled to credit, and 
that such credit has not yet been exhausted, then such employer need 
not, until such credit be in fact exhausted, withhold any tax from pay- 
ment of salary or wages made to such employee. Every employer 
with whom affidavits of claim on form 11 15 are filed by employees 
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shall preserve such affidavits until the following calendar year, and 
shall then file them, attached to his annual withholding return 
on form 1042 (revised), with the collector, on or before March i. 
In case, however, when the following calendar year arrives, 
such employer has no withholding to return, he shall file all 
such affidavits of claim, so filed with him by employees, directly with 
the Commissioner (Sorting Division), with a letter of transmittal, 
on or before March i. In all other cases benefit of the credits allowed 
against net income for the purpose of the normal tax may not be re- 
ceived by a non-resident alien by filing a claim with the withholding 
agent, but only by claiming them upon filing a return of income as 
prescribed in Article 403. (T. D. 281 1, March 22, 1919.) 

Page 631 

Exemption from withholding. — 

Regulation. Withholding from interest on bonds or other 
obligations containing a tax-free covenant shall not be required in 
the case of a citizen or resident alien individual if he files with the 
withholding agent when presenting interest coupons for payment, 
or not later than February first following the taxable year, an owner- 
ship certificate on form looi (revised) claiming a personal exemp- 
tion or credit for dependents. To avoid inconvenience a resident 
alien individual should file a certificate of residence on form 1078 
(revised) with withholding agents, who shall forward such certificates 
to the Commissioner (Sorting Division) with a letter of transmittal. 
Notwithstanding the provisions of Section 217 of the statute, with- 
holding is required from income of a non-resident individual. No 
withholding from corporate dividends is required in any case. The 
income of domestic and resident foreign corporations is free from 
withholding. (Reg. No. 45, Article 362.) 

Page 633 
Gross income. — 

Gross income of non-resident alien individuals. — 

Regulations. In the case of non-resident alien individuals 
"gross income'* means only the gross income from sources within the 
United States, including interest on bonds, notes or other interest 
bearing obligations of residents, corporate or otherwise, dividends 
from resident corporations, amounts received representing profits on 
the manufacture or disposition of goods within the United States, 
rentals and royalties from property and income from business carried 
on in the United States, income from isolated transactions or activi- 
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ties, directly resulting in gain, carried on within the United States by 
a non-resident or his representative in person, interest on deposits 
in banks located within the United States, income from capital other- 
wise invested in the United States, and income from services ren- 
dered or labor performed within the United States. (Reg. No. 45, 
Article 91.) 

Income of non-resident alien individuals not sub- 
ject TO TAX. 

Salaries, wages, commissions and rents paid by domestic business 
enterprises to non-resident alien employees for services rendered en- 
tirely in a foreign country or for property located in a foreign coun- 
try are not subject to tax as income from a source within the United 
States. Dividends on stock and interest on notes of corporations 
organized in the United States, but doing no business and owning no 
property therein, paid to non-resident alien individuals or corpora- 
tions, are not subject to the tax. The tax does not apply to charter 
money received by a foreign owner for a vessel operated between 
the United States and foreign ports, if the making of the charter con- 
tract grows out of no solicitation or similar commercial activity by 
the owner or his representative in person within the United States. 
(Reg. No. 45, Article 92.) 

Page 636 
Forms for making returns by non-resident aliens. — Form 
1040B will not be issued for use of non-resident aliens. Form 
1040 or 1040A will be used. Instructions are now being 
prepared as to how these forms may be adapted for use of 
non-resident aliens. (Telegram to a subscriber of The Cor- 
poration Trust Company, March 14, 1919.) 

Articles 443 and 444 of Reg. No. 45 provide in the case 
of non-resident alien individuals or corporations or their 
proper representatives in the United States an extension of 
time for filing returns of 1918 to such period as may be 
necessary not exceeding 90 days after the proclamation of 
peace. The same extension is granted to enemies or allies 
of enemies. 

Page 640 

Deductions of foreign corporations. — 

Regulation. Foreign corporations are allowed the same deduc- 
tions from their gross income arising from sources within the United 
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States as are allowed to domestic corporations, to the extent that such 
deductions are connected with such gross income, with the exception 
that the interest deductible is that proportion of so much of the entire 
interest paid on the corporate indebtedness as would be deductible if 
paid by a domestic corporation which the gross income from sources 
within the United States bears to the total gross income, and that full 
deduction may be made for taxes imposed by the United States or any 
of its possessions, or by any state, territory or political subdivision 
thereof, except taxes for local benefits and income, war profits and 
excess profits taxes. A Canadian manufacturing corporation which 
sells part of its product in the United States and part in Canada 
should report its deductions for cost of manufacture, exclusive of 
interest paid on ats indebtedness, in the same proportion as the quan- 
tity of its product sold in the United States bears to the total quantity 
sold. (Reg. No. 45, Article 571.) 

Page 643 

Foreign corporations— determination of excess profits tax. 
— Form 1 120, page i of instructions, Section 10, directs that 
the corporation must compute its tax in the first instance 
upon the basis of a tax equal to 50 per cent of the net in- 
come; This conforms to the law, Section 328 (b), because 
the tax to be imposed upon all foreign corporations must be 
determined under the relief Sections 327 and 328. It is ques- 
tionable whether this is an equitable method of imposiijg the 
tax in view of the delay which may follow the administration 
of these two sections. As to domestic corporations the rule 
is quite fair because no corporation need be assessed under 
Section 328 unless it so elects, but many foreign corporations 
during 1918 made a very small profit and the requirement 
that in all cases their tax must in the first instance be cal- 
culated as if the actual tax would be at least 50 per cent of 
the net income might work a serious hardship. The law cer- 
tainly contemplated that Sections 327 and 328 should be used 
only to work equity. Therefore, a foreign corporation which 
knows that its tax will be less than 50 per cent of its net in- 
come should make immediate application for a determination 
of a rate more nearly in accord with the facts. 

If a foreign corporation is able to show that it has in- 
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vested in this country a minimum amount of invested capital 
as to which there is no question, based upon which the in- 
stalments of tax would be considerably Jess than 50 per cent, 
such corporation should be able to secure immediate action 
under the following regulation. It will be noted that this pro- 
cedure is permitted in the case of domestic corporations. 

Determination of first instalment of tax in special 

CASES. — 

Regulation. In the case of a foreign corporation, and in the 
case of any other corporation where absolutely no data are available 
for the determination of the invested capital for the taxable year, the 
instalments of the tax shall, in the first instance, be computed and the 
first instalment paid upon the basis of a tax equal to 50 per cent of the 
net income. In any other case under Section 328, including a case 
where the invested capital for the taxable year cannot be accurately 
determined, but where a minimum amount of invested capital as to 
which there is no question can be determined, the instalments shall 
in the first instance be computed and the first instalment paid upon 
the basis of a tax upon the minimum amount of invested capital, not, 
however, exceeding a tax upon the basis of 50 per cent of the net 
income. In any of the above cases the actual ratio when ascertained 
shall be used in determining the correct amount of the tax. (Reg. 
No. 45, Article 912.) 

Page 644 

Return by agent. — The new regulations explain the pro- 
cedure to be followed by responsible representatives of non- 
resident aliens, but no definite statement is made as to what 
constitutes responsibility. It is therefore expected that further 
regulations will be issued. 

Return of income of non-resident alien. — 

Regulation. A non-resident alien individual shall make or have 
made a full and accurate return on form 1040 (revised) of income 
received from sources within the United States, regardless of amount, 
unless the tax on such income has been fully paid at the source. The 
responsible representatives of non-resident aliens in connection with 
any sources of income which such non-resident aliens may have within 
the United States shall make a return of such income, and shall pay 
any and all tax, normal and additional, assessed upon the income 
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received by them in behalf of their non-resident alien principals, in 
all cases where the tax on income so in their receipt, custody or 
control shall not have been withheld at the source. The agent of a 
non-resident alien is responsible for a correct return of all income 
accruing to his principal within the purview of the agency. The 
agency appointment will determine how completely the agent is sub- 
stituted for the principal for tax purposes. Where, upon filing a 
return of income, it appears that a non-resident alien is not liable for 
tax, but nevertheless a tax shall have been withheld at the source, in 
order to obtain a refund on the basis of the showing made by the 
return, there should be attached to the return a statement showing 
accurately the amounts of tax withheld, with the names and post- 
office addresses of all withholding agents. (Reg. No. 45, Article 403.) 

Page 645 

Porto Rico and Philippine Islands. — 

Individuals. — 

Regulation, (a) A citizen of the United States who resides in 
Porto Rico, and a citizen of Porto Rico who resides in the United 
States, are taxed in both places, but the income tax in the United 
States is credited with the amount of any income, war profits and 
excess profits taxes paid in Porto Rico, (b) A resident of the 
United States, who is not a citizen of Porto Rico, is taxable in Porto 
Rico as a non-resident alien individual on any income derived from 
sources within Porto Rico, but the income tax in the United States 
is credited with the tax paid in Porto Rico, (c) A resident of Porto 
Rico, who is not a citizen of the United States, is taxable in the 
United States as a non-resident alien individual on any income de- 
rived from sources within the United States, and receives no credit. 
The same principles apply in the case of the Philippine Islands. 
(Reg. No. 45, Article 1132.) 

Corporations. — 

(a) A* United States corporation which derives, income from 
sources within Porto Rico, (b) a Porto Rico corporation which de- 
rives income from sources within the United States, and (c) a cor- 
poration of a foreign country which derives income both from sources 
within Porto Rico and from sources within the United States, are 
all taxed in both places. In the case of the United States corpora- 
tion the income, war profits and excess profits taxes in the United 
States are credited with the amount of any income, war profits and 
excess profits taxes paid in Porto Rico. In the case of the Porto 
Rico corporation there is no such credit. The corporation of the 
foreign country deriving income from both places is subject to no 
double taxation so far as the United States and Porto Rico are con- 
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cerned. For the purpose of withholding a Porto Rico corporation is 
a foreign corporation. The same principles apply in the case of 
the Philippine Islands. (Reg. No. 45, Article •! 133.) 



CHAPTER XXIX 

FIDUCIARIES 

Page 657 

Returns of fiduciaries. — The following extract from the 
new Excess Profits Tax Primer summarizes the returns 
which must under certain conditions be made by trustees. 

Rulings. Is the trustee having charge of a trust estate, the net 
income of which is periodically distributed among the beneficiaries, 
required to render a return? 

Every fiduciary, or at least one of joint fiduciaries, must make 
a return (a) for the individual whose income is in his charge, if the 
net income of such individual is $2,000 or over, if married and living 
with husband or wife, or is $1,000 or over in other cases, or (b) for 
the estate or trust for which he acts, if the net income of such estate 
or trust is $1,000 or over or if any beneficiary of such estate or trust 
is a non-resident alien. The return in case (a) and also in case (b) 
if the tax is payable by the fiduciary shall be on form 1040 (revised), 
except that it may be on short form 1040 A (revised) where the net 
income does not exceed $5,000. The return shall be on form 1041 
(revised) in case (b) if the tax is payable by the beneficiaries. If 
the net income of a decedent from the beginning of the taxable year 
to the date of his death was $1,000 if unmarried, or $2,000 if married, 
the executor or administrator shall make a return for such decedent. 
{Excess Profits Tax Primer, 1919, question 102.) 

Where, in the case of more than one trust, the creator in each 
instance is the same person, and the trustee in each instance is the 
same, how will the trustee account for the income of the several 
trusts ? 

The trustee should make a single return on form 1041 for all the 
trusts in his hands, notwithstanding the fact that they arise from 
diflferent instruments. When a trustee holds trusts created by dif- 
ferent persons for the benefit of the same beneficiary he should make 
return for each trust separately on form 1041. This ruling is based 
on the identity of the trustee of the various trusts and not upon the 
identity of the beneficiary. (Excess Profits Tax Primer, 1919, ques- 
tion 113.) 
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Page 657 
Return for non-resident alien beneficiary. — 

Regulation. Where a citizen or resident fiduciary has the dis- 
tribution of trust income for which there is a non-resident alien bene- 
ciary, the fiduciary must make a return on form 1040 (revised) or 
1040 A (revised) for such non-resident alien and pay the tax. If 
there are two or more beneficiaries, the fiduciary shall render a 
return on form 1041 (revised) and also a return on form 1040 (re- 
vised) or 1040 A (revised) for each non-resident alien beneficiary. 
(Reg. No. 45, Article 425.) 

The authority for the foregoing regulation is not clear 
as to the requirement that the fiduciary must pay the tax in 
those cases where the income has been distributed to the bene- 
ficiary. Section 225 of the law requires a fiduciary to make a 
return for the individual estate or trust for which he acts. 
If the income is being distributed, he is acting for the estate 
but not for the beneficiary. 

Page 659 

Returns by receivers. — The Department has held that re- 
ceivers in certain proceedings have been required to make 
returns. The new regulations specifically specify that re- 
ceivers in partition and similar proceedings are not required 
to render return of income. 

Regulation. A receiver who stands in the stead of an indi- 
vidual or corporation must render a return of income and pay the tax 
for his trust, but a receiver of only part of the property of an indi- 
vidual or corporation need not. If the receiver acts for an indi- 
vidual the return shall be on form 1040 (revised) or 1040 A (re- 
vised). When acting for a corporation a receiver is not treated as a 
fiduciary, and in such case the return shall be made as if by the cor- 
poration itself. A receiver in charge of the business of a partner- 
ship shall render a return on form 1065 (revised). A receiver of 
the rents and profits appointed to hold and operate a mortgaged 
parcel of real estate, but not in control of all the property or busi- 
ness of the mortgagor, and a receiver in partition proceedings, are 
not required to render returns of income. In general, statutory re- 
ceivers and common law receivers of all the property or business 
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of an individual or corporation must make returns. Every receiver 
for an individual, partnership or corporation, whether or not of all 
the property or business, must render a return of information under 
Section 256 of the statute. (Reg. No. 45, Article 424.) 

Page 668 

Valuation of property acquired by inheritance. — ^The new 
regulations amplify the former procedure. The Department 
holds that when property passes by gift or bequest the apprecia- 
tion, if any, in the value of the property transferred before the 
date of transfer is not taxable income. 

Regulation No taxable income is realized from the pass- 
age of property to the executor or administrator on the death of the 
decedent, even though it may have appreciated in value since the 
decedent acquired it. In the event of delivery of property in kind 
to a legatee or distributee, no income is realized. Where, however, 
the executor sells property of the estate for more than its value at 
the death of the decedent, the excess is income taxable to the estate. 
(Reg. No. 45, Article 342.) 



CHAPTER XXX 

INSURANCE COMPANIES 

Page 671 
Gross income. — 

Gross income of insurance companies.— 

Regulations. The gross income of insurance companies consists 
of their total revenue derived from the operation of the business and 
of their income from all other sources within the year for which 
the return is made, except as otherwise provided by the statute. 
Gross income includes net premiums, investment income, income from 
the sale of capital assets, and all gains, profits and income reported 
to the state insurance departments, except income specifically ex- 
empt from tax. Amounts of premium received and paid out under 
reinsurance treaties should be eliminated from both income and dis- 
bursements. Deposit premiums on perpetual risks received and re- 
turned should be treated in the same manner, as no reserve will be 
considered covering liability for such deposits, but the earnings on such 
deposits will be included in the investment income. A net decrease in 
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reserve funds within the taxable year must be included in the gross 
income. (Reg. No. 45, Article 546.) 

Gross income of life insurance companies. — 

The amount which a life insurance company is authorized to 
exclude from gross income on account of any premium refunded to 
an individual policy-holder is limited to an amount not in excess of 
the actual premium paid by the policy-holder within the tax- 
able year. Where the dividend paid is in excess of the 
premium received, there can be excluded from gross income only 
the amount of the premium received from the policy-holder within the 
same year. Dividends provisionally ascertained, apportioned or cred- 
ited on deferred dividend policies cannot be excluded or deducted 
from the total income received, for the reason that the assured ha? 
no vested or enforceable right in them and cannot at the time of 
the ascertainment, apportionment or credit, nor until the maturity 
of the policy, avail himself of such dividend, and that in the event 
of the death of the assured prior to the expiration of the deferred 
dividend period the amount so ascertained, apportioned or credited 
lapses. Book income of life insurance companies which consists of 
"dividends applied to purchase paid-up additions and annuities/* 
"dividends applied to pay renewal premiums," and "dividends applied 
to shorten the endowment or premium-paying period," shall not be 
included in gross income except when the dividends applied are de- 
clared on paid-up participating policies. (Reg. No. 45, Article 547.) 

Deductions allowed insurance companies. — 

Insurance companies are entitled to the same deductions as other 
corporations. As payments on policies there should be reported all 
death, disability or other policy claims (other than dividends) paid 
within the year, including fire, accident, and liability losses, matured 
endowments, annuities, payments on instalment policies and surrender 
values. There may also be deducted as losses agency balances or 
other amounts charged off, losses from defalcation, and premium 
notes voided by lapse provided such notes have at some time been 
included in returns of income. Taxes paid by insurance companies 
on the value of their stock outstanding and in the hands of stock- 
holders are not deductible. .Mutual marine insurance companies may 
include in their deductions from gross income amounts repaid to 
policy-holders on account of premiums previously paid by them and 
interest paid upon such amounts between the date of ascertainment 
thereof and the date of payment thereof, provided such amounts and 
interest have been included in gross income. (Reg. No. 45, Article 

569.) 
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Reserves of insurance companies. — 

By a special provision insurance companies are entitled to deduct 
in addition to all other deductions the net addition required by law to 
be made within the taxable year to reserve funds. This is consid- 
ered to mean the nef addition required by the specific statutes of the 
states within which the taxpayer transacts business. A requirement 
by a state insurance commissioner that a net addition shall be made 
to certain amounts retained to meet specified liabilities is not a net 
addition required by law to be made to reserve funds within the 
meaning of the statute. Only reserves commonly recognized as re- 
serve funds in insurance accounting are to- be taken into considera- 
tion in computing the net addition to reserve funds required by law. 
In the case of a fire insurance company the only reserve fund com- 
monly recognized is the "unearned-premium" fund. The net addition 
to the fund maintained to pay incurred losses is not a legal deduc- 
tion from gross income. In the case of casualty companies reserve 
funds cons'st of amounts maintained to meet the "unearned-premium" 
liability and the "unpaid-loss" liability. In the case of life insurance 
companies the net addition to the "reinsurance reserve" and the 
"reserve for supplementary contracts not involving life contingen- 
cies," and the net addition to any other reserve funds necessarily 
maintained for the purpose of liquidating policies at maturity, are 
legally deductible. An increase in the amount maintained by a life 
insurance company to pay dividends on deferred dividend policies 
may not be deducted from gross income. An assessment insurance 
company is entitled to deduct from gross income the increase in the 
amount which it is required by law to keep on deposit with state 
insurance departments as a protection to policy-holders. Mutual 
hail and mutual hail and cyclone insurance companies are entitled 
to deduct from gross income the net addition which they are re- 
quired to make under the laws of the states in which they operate 
to the "guaranty surplus" fund or similar fund. Corporations issu- 
ing policies covering life, health and accident insurance combined in 
one policy issued on the weekly premium payment plan, continuing 
for life and not subject to cancellation, will be permitted to include 
in the net addition to reserve funds the net addition to any fund 
specially maintained for the protection of policy-holders of the above 
class. (Reg. No. 45, Article 570.) 



Returns of insurance companies. — 

Insurance companies transacting business in the United States 
or deriving an income from sources therein are required to file re- 
turns of income. The return shall be on form 1120. The returns 
of insurance companies must be rendered in conformity with the re- 
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ports made for the same period to state insurance departments. As 
an aid, in auditing the returns, wherever possible a copy of the 
report to the state insurance department should be submitted with 
the return. Otherwise a schedule should be attached thereto showing 
the federal, state, and municipal obligations from which the interest 
omitted from gross income was derived. (Reg. No. 45, Article 623.) 



CHAPTER XXXI 

FARMERS 

Page 684 
Instructions to farmers — 1919 returns. — The schedule pro- 
vided for farmers under the 1918 law (form 1040F) follows. 
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Form IMtV-UNITXD STATSS INTBRNAI> REVBHVS BMXVKM 



SCHEDULE OF FARM INCOME AND EXPENSES 

TO BE SENT WITH RETURN FORM 1040A OR 1040 TO THE COLLECTOR OP 
INTERNAL REVENUE ON OR BEFORE MARCH 1S» Itlf 



Name 

Address . 



INSTRUCTIONS 



This work ihciet or schedole of turn income and g x pupnaca ia to 
be used in determining the net income from a turn bminem. It 
may be uacd by iarm owners who work their own farms or rent them 
out on shares, or by tenants. 

If you have two or more farms, it may be desirable to fill out 
a separate sheet for each farm. 

This schedule is to be delivered to the Cdlector <A Internal 
Revenue with your income tax return (Form 1040A or Form 1040). 
You should, keqp a cq>y for reference next year. 

Incomi 

All the farm income from whatever source must bo reported in 
this schedule. Only incofoe actually received need be included, bet 
this does not mean that the taxpayer must receive cash. Anything 
of value received instead of cadi must be considered income to the 
extent of its cash value. Ttius, the value of groceries, merchandise, 
etc., received in exchange lor eggi, butter, or other produce must 
be reported as income. 

The value of farm produce wUcb is ooosumed by the farmer aitd 
his family need not be reported as Income; but expenses incurred 
in raising produoe thus oonsmned must not be daimed as deduc- 
tkne. 

If timber nld in 1918 was grown in part before March 1, 1913, the 
income to be reported is the difference between the fair market 
value ot such timber on March 1, 1913, and the price received, leas 
any expenses of growing the timber that have not heretofore been 
dumed as dedurtiMis. Report such income in the same manner as 
income from sale of land, in ScheduleDof Form 1040A or Form 1040. 

ExrBMSEs AND Othbr DxDVCnONS 

Report as frim expenses only amounts actusJIy paid out in carry* 
ing on the frrm business. 

La&or.— Only that part of the board of hired labor which is pur- 
chased should be included as a deduction. The value of products, 
furnished by the farm and used in the board of hired labor is not a 
deductible expense. 

Rations purchased and furnished to lalxnerB or shaie-cropperB are 
deductible as a part of the labor expense. 

Do not deduct the value oi your own labor or that of your wife 
or dependent minor children. 

Do not deduct amounts paid to persons engaged in household 
work except to the extent that the services of such employees are 
xised in boarding and otherwise caring for farm laborers. Services 
of emi^ybes engaged in caring for the farmer's own household are 
not a deductible expense. 

FerHUgen, inamut$, etc.— The cost of .manures, commercial ferti- 
lisers, lime, raw rock jdioephate, etc.. that were bought during the 
year may be iiKluded as an expense. 

Taxes.— Do not deduct inheritance or estate taxes, Federal income 
faxes, drainage taxes, or taxes for any improvement or bettetment 



tending to increase the value of the property. Be ready to show 
tax receipts if possible. Do not deduct taxes <m your dwelling or 
household property. 

Inltrat on indehtedne$s.—A3i interest paid on farm mortgages, 
notes, and other obUgatioos incurred to carry on the farm hiin'nasB 
ahoukl be deducted. 

Bad defttt.— Report only debts, arising from sate that have been 
reported as income, whidi have been definitely proved within the 
year to be worthless. 

Repein and tfeprvnafion.— Dqnedation claimed Bbould not ex- 
ceed tho actual cost of the propoty (or its bir market value Mardi 1, 
1913, if acquired before that date) divided by its probable life in 
years. Only such depreciatioa of farm buikUnga and equipment as 
ii not offset by repairs may be deducted. Do not deduct repairs or 
depreciation of the dwdUng yoa occupy, or of your penooalor 
household equipment 

Do not claim as a separate item depreciation of live stock or any 
other property included in your inventory, as sudi depreciation is 
taken care of in the reduced amount of the inventory at the dose of 
the year. 

Losset.— You may deduct kssesof buildings, machinery, and other 
property not induded in your inventory, resultiiig frana fires or 
other casualt i es and not compensated for. by insurance or otherwise. 
Losses of property induded in your inventory are taken care of by 
the reduced amount of the inventory at the dose of the year. 

AutomolnU erperue.— You may deduct expenses oi operadon, 
repairs, and depreciation of automobiles used exdoBive^ in the 
farm business. If an automobile is used in the farm budnese for 
a part of the time cmly, a oocreeponding part of the eoqwose may be 
deducted. 

How TO Fni. OoT Tms Baaxmnm 

Enter on pages 2 and 3 the amounts received from sake of farm 
crops, animals, and products, and the value of crops, aryimali, and 
products that were on hand at the begirming and end of the yetf. 
Go over the list of farm expenses <m page 3 and enter the amoont 
of eadi kind of expense separately so ^ as possible. Fill in the 
sUtement <rf repairs and depreciation of farm buildingB^ etc., on 
page 4. 

In case you have oMnplete farm records already summarized, 
enter the totals from your books in the spaces provided ther^pr. 

When all the receipts and expenses have been entered, bring the 
various totab together in the sununary on page 4. llie figures 
inclosed in parenthesis are intended as a key to aid yoa in bsingiag 
forward the im>per tofUs. 

When you have determined the net farm inoome, transfer the 
amount to line 21 in Schedule A of the income tax xetum (Form 
1040A or Form 1040). 

While this schedule is ^tended to cover in detail only your 
income from the farm business, there are added at the boUom of 
page 4 spaces for making notes r^arding income from other sources. 
Such income should be repotted in detail in Schedules B to K o{ 
Form 1040A or Form 1040. , „„ 
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REPAIRS AND DEPRECUTION 
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SUMAfARY 



L ftops .— 

2. Lhrertock^ 



S. Crop products > 



4. live stock prodncis _......_ 

6. Miscellsneons, .., 

t. Total receipts.. 



.-(12) 
-(14) 



7. Crops (3) 

8. Livestock (7) 



9. Crop i»odticts > 



10. Live stock products 

U. Supplies — . 

12. Total inventory at end of year.. 



-(10) 
..(13) 
^(") 



IS. Total receipts plus inventory at e 
(Item 6 phis Item 12) 



14. Cost of.live stock purchased durinj year_(S) 

15. ExtKjnses (17) 

16. Repairs , , (18) 

17. Depreciation (19) 

18 



19. Total expenses, etc 

btwitty mIm •! iini wayi^ Mc, il bagkaing •! ywr 

20. Crops. (1) 



21. Livestock.. 



22. Crop products.. 

23. Live stodc products— 

24. Supi^iea-: 



„(4) 
-.(8) 
-(11) 
"(IS) 



25. Total inventwy at beginning of year, 

expenses plus inveni 
year (Item 19 plus Item 



26. Total expenses plus inventtvv at beginnipg of 



27. Net farm income to be reported in Schedule A, line 21, of Form 1040 A or Fwm 1040 (Itiam 13 minus Item 26) |. 



OTHER INCOME TO BE REPORTED ON RETURN (Form 1040A w Form 1040) 



Income from salaries, wages, commianons, bonuses, director's fees, and pensions 
(to be reported in Bchedal« B) , „ ..., , . . , , ■ , , ,' 



Income from partnerships, ptaeooal ssrvioe corpoiMions, a&d estates and trusts 
<to be reported as Item OJ.; ..., ^..^ ,:..,.^ 



Income irem sale of land, bufldings, stocks, bonds, and other propoty (to be 
lepocted in Schedule D).. ...^ , ^*- 



Ineome ftom rentvwd royaliiee^to be reported in Schedule E) ,^^ — ^. 

Interest on corporation bonds cpntaining tax>ftee covenant, on ^ich a tax of 
2^ was paid by debtor corporation (to be ireported as Item F)-....... 



Other income (to be npqrt^d in Sohedvle G)^ 
Dividends on stock of 



coi)>Ofations orgamzed or doing business in the 
as Item K on Form 1040 A, or IC(a) on Form 1^40) 



in the ViuUid 



Slates (to be ropurted 

Interest oh obl^ations of the United States in excess of the exemptions allowed 
by law (to be reported as Item K(b). Form 1040) . ^. 
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Il84 INCOME TAX PROCEDURE SUPPLEMENT 

Page 686 

Losses. — 

Regulation. Losses incurred in the operation of farms as busi- 
ness enterprises are deductible from gross income. If farm products 
are held for favorable markets, no deduction on account of shrinkage 
in weight or physical value or by reason of deterioration in storage 
shall be allowed. The total loss by frost, storm, flood or fire of a 
prospective crop, or of a crop which has not been sold, is not a de- 
ductible loss in computing net income. A farmer engaged in raising 
and selling stock, cattle, sheep, horses, etc., is not entitled to claim 
as a loss the value of animals that perish from among those animals 
that were raised on the farm. If live stock has been purchased for 
any purpose, and afterwards dies from disease, exposure or injury, 
or is killed by order of the authorities of a state or the United States, 
the actual purchase price of such stock, less any depreciation which 
may have been previously claimed with respect to such perished live 
stock, less also any insurance or indemnity recovered, may be de- 
ducted as a loss. The actual cost of other property, less depreciation 
already allowed, destroyed by order of the authorities of a state or 
of the United States may in like manner be claimed as a loss; but if 
reimbursement is made by a state or the United States, in whole 
or in part, on account of stock killed or property destroyed, the 
amount received shall be reported as income for the year in which re- 
imbursement is made. In determining the cost of stock for the purpose 
of ascertaining the deductible loss there shall be taken into account 
only the purchase price, and not the cost of any feed, pasturage or 
care which has been deducted as an expense of operation. If gross 
income is ascertained by inventories, no deduction can be made for 
live stock or products lost during the year, whether purchased for 
resale or produced on the farm, as such losses will be reflected in the 
inventory by reducing the amount of live stock or products on hand 
at the close of the year. If an individual owns and operates a farm, 
in addition to being engaged in another trade, business or calling, 
and sustains a loss from such operation of the farm, then the amount 
of loss sustained may be deducted from gross income received from 
all sources, provided the farm is not operated for recreation or 
pleasure. (Reg. No. 45, Article 145.) 

It should be noted that farmers are entitled to the benefit 
of Section 204 and if a net loss is sustained in any taxable 
year, beginning after October 31, 1918, and ending prior to 
January i, 1920, such net loss may be deducted in the pre- 
ceding year or in the succeeding taxable year. Farmers, of 
course, if their fiscal year ended any date between January 



Digitized by VjOOQIC 



WAR AND EXCESS PROFITS TAXES 1185 

and October, would not be entitled to the benefit of Section 
204. Presumably most farmers make up their accpunts on 
the basis of the calendar year, so that they will not be dis- 
criminated against, as is the case with many corporations. 



CHAPTER XXXII 

EXCESS AND WAR PROFITS TAXES 

APPLICATION AND ADMINISTRATION- 
RETURNS, RATES, CREDITS 

Page 692 

Advisory Tax Board. — For composition of new board see 
page 1049. 

Page 693 

Massachusetts trusts, — In view of the fact that the de- 
cision in the case of Malley v. Crocker, has been reversed by 
the Supreme Court, Massachusetts trusts can not be held sub- 
ject to the excess profits tax. 

Page 697 

When net income is less than $3,000. — 

Regulation. The specific exemption of $3,000 is apportioned 
only in the case where a return is made covering a period of less than 
twelve months. In such a case the specific exemption is the same pro- 
portion of $3,000 as the number of months in the period is of twelve 
months, any part of a month being counted as a month. Thus, in 
the case of a corporation organized June 16, 1918, and making a re- 
turn for the period ending December 31, 1918, the exemption is 
7/12 of $3,000, or $1,750. This provision is inapplicable where 
-the return is made for a full fiscal year beginning prior to January i, 
1918, and ending after that date, even though the income for such 
fiscal year is not subject to full taxation under the present statute. 
(Reg. No. 45, Article 761.) ^ 
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DEUVER Ot SEND 

THIS KETUIUI 
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ON OR BEFORE 
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TIME FOR FILING KETUIM 

HAS BEEN GRANTED 

THE AUTHORIZATION 

MDSTBEAnACHEDTO 

THIS RETURN 



P«m IIM-^JNITSD STATES INTKBNAL UEVBNUB 8ERVICB 

CORPORATION INCOME AND PROFITS TAX RETURN 

FOR CALENDAR YEAR 1018 

OR 

FbciJ Perioa htgvoL ™_^ and «id«d. „. 1018 






SCHEDULE I— NET INCOME. 



1. Nkt Imoomi fo> Each Tnwui Ym*m (m taaOj dt««tain»d tm lneoa> Hbm) . . 

2. Flut UDOUBt tl oorpontioo tauhe tax pftid ia 6Mh ytu , 
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4. LcMdiridendsfvpeirwliamS 

a. N«T Total fok W13. 



e. ATnuoa Nn Iifooia l^>ll PnnrAK Pbw» (pom cf itcow oa liM S for ini Md 1»U aad ItM S for UU, ^^ 

7. Nbt Iwcoiib roB Taxaw* Yiar (Itare M, Sebwhile A, pt» 3) 
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SCHEDULE III-EXCESS-PROFITS AND WAR^PROFITS CREDITS. 
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SCHEDULE IV-COMPUTATION OF TAXES. 

leas than s fuU yesr the invested capital must be iwfaiead as provMad in paiavapk 1. v$m 1 <i iMtfWtioM.) 








LBaieon. 


?;^rss.~o'sr.isi{Lgsr 


^ ssrfssasr?^. 




AS. 


»A- «l AwsmssTas. 






1. Not OTC»aO% of invvtod capital 

3. Oror aO% o( inT«i«ed eapitid 


• 








• 








1 








10% 1 








«5% 








8. Totals 


^ 








1 








• 









« 









WARnU>nTS ANDK 



&niORTBTAX 



4. Net iMODta for taxaUe year (Item.7, Schedule I) 


L 








7. Ei^^psrenBtcfltsBie. 1 








1 


















SBaallsrthaBltamT) 










•. Balancb 


. ■ 














tf Itam 8 is the kqar. nilM M sii«nr)< 


1 










cnDim 


DraSea 


RON 308 


303,3 




I...,. 










INbOMETAX. 



13. Nat incoma for taxable year atom 7, Schedule D t.. 

13. Uk btMtM cMtaMMM rfU. a. aol 



19. Baulncbsobjbottoin-' 



COMB TAX at«B 12 lc« IttDa 13, 14, sud IS) . . 



17. Taxcn3%oatItainl« I 



18. Item 10 or Item 11 pliM Item 17 

19. LMsiBsosBatwar-croflt^andsMeaiiwefltstmapaidar 

aeemad to forsica aoi m ttiaa oa inaoDta arisiBK froaa > 
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(»aa Saotioaa% and aiOMolBOTmia Ast of MUT 



20. Total WAn-Pnowra, Exciaa-Pnofna, Aifp I»oom« Taxxs (except in case of a Baeal year) (Iteaa 18 ssinas Item 1' 



31. THat proportion of Item 30 whieh the number of mmit 
within the eslsndar year 1918 is of the number 



ADJUSTMINT OT TAX PO« PBCAL YIAK ■ 
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SCHEDULE A-TAXABLE NET INCOME. 

._i'"!!-"~'***''"''4"?P?'****^' '>*«»l«i ««»»»«• comp'n'**. •«>«• oU»w corpontions required to wbaiit ■Ulementt of mcome and expenses to wjv Mliooal, Sute. municiiwl. orolhrr 
UK «li«er OMV aditmit UMteMi of Schedule A • statement of ioooroe and expenaee in the form in which aubinitt«d to such offim'. In mich cmcs the taxable net income will be recon- 
M Of mumm of Schedule B with the net piofit« shown by the ineome and expensesUtement submitted, and should be entered as Item 7, Schedule 1. page 1. 




a from ope ra Uo—othsr than trading or manufacturim. lew altowanoss (from Schedule A3) . 

I. latamt on obUgatiooa of Ihe United SUtes or iU poasei«ons not exempt (from Schedule A4) 

I otlMrMmraaCfroB Schedule Afi) 



« earned since December 31, 1917, by peraonal service corporations (whether received or not) . . 



I Divideode OB etoek of foreigBooipormtiona (from Schedule A«). 

' - - Dee except dividsMls (not including any ai 

e It/mh, below) (from Schedule AIOV . 



it in respect of aalss of capital assets or 



Total or l-naa 1 to t 



f e m ensss (ems 

fMrntalassstaormii , , , 

ofnoers (including salaries, eommissioos, and other eompwiaatinii in wfantevar form paid) (from 



L OompmatioB 
SdiedaleAl 

I. Repeirs (including labor, supplies, overhead, and other items properly chargeable to repairs) (from Schedule A14) — 
I. Interest (except on indebteiuiem incurred or oontiuued to punihaae or carry obUgatioos or securities, other than obliga- 

tkms of the Unitwl SUtes issued after September H 1917, the interest on which is wholly exempt from ineoBoe tax) . 
L Tuss (cMept Federal income, war^wofits, and exceas-proSU tuea, taxes which an a credit under Section 238, and 

taxes aasesssd against local benefits of a kind tending to increase the value of the proj 

r. Dsbto aneertained to be worthless and charged off within the taxable year. . 
I Eihauitioa, wMr and tear (inchiding obsolescence) (from Schedule AI8). . . 



90. I 
». 



of war facilities (from Schedule AlO} . . 

li:-: " 

Total or Itbhs 12 to 90. . 



■ and Minerak Section dKMid be obtained from the Cblleetor, 



sUa 



D21.. 



^ PtoSt or less on sales of capital assets and miscellaneous bvcetmenta (from Schedule A23) H 

u Loews sustained during the taxable year from fire, storm, or other casualty, or from theft, not compensated for by in- 
surance or otherwise (from Schedule A24) (extend in last column net total of Items 23 and 24) I . 



W«T IwoouB FOK Taxablx Y«ar (toUl of or difference between Item 22 and Item 24, last column) (to be entered as Item 7, Schedule 1. page 1) 



SCHEDULE B— RECONCILIATION OF NET PROFIT PER BOOKS WITH TAXABLE NET INCOME. 



. Net profit for yenr per books, before any adjuatments 




(«) Replacements cohered by depreriBtion 
il) Insurance promiums paid on the life of I 

iployeefor the bgnefitof the corporation or busi 



the life of any oflScer or 



(k) AdSSoM to leservM* for biid' dcbij^ contiiweneies^ 
et«. (to be detailed) 

(»■) 

0) 

<*) 

0) 



(SI) Other uMllowaUe deductions (to be detailed) . . 

(•) 

W 

*Titr»«tf3»af£Wt!!:ffr."r 

TOTAI. 



Doblitttion 
ona.whdly 



itioM of the United States and iU 



mobligat 

, kl sub<livi8ions thereof 

(c) Interest on Farm Loan Bonds issued under Fed- 
eral Farm Loan Act 



(<n Dividends on stoidc of domestic corporations 
(«) Dividends on stod of personal ser\-ice corpora 

dedaredoutofprofiU earned prior to jRn.l.lOlS 

(/) Other items of Bontaxdile income (to be detailed) 

(#) 

(A) 

etc. (to be detailed) 

(«)• 

(k) 

(c) 

W 

7 IBIIHIIIM TITir T^' '] !*•"' '^ "' 

'- llMa3kaZM>ASa«kyMiii*«l)M] 
8. Taxable net ineome (Item 2S, Sdiedule A). 
9. TOTAt. 



SCHEDULE C— BALANCE SHEETS. 

Attach kento balance riteeU as of the beginning and end of the taxable year (proferably in parallel oolumos), showing as neariy aa practicable th^ details called for below 



IvaUa (Mm Mw4iH "-nm la 



1W ^ I M fH SBd 

O^^iiifiHwii 

B having a nst income of 83,000 or more, which was 
») as oft - 



Olk«««ak< 
Toi 

sr^ — ■ 






ee during at least one full prewar year, should also attach to this return similar balance sheets (preferably 

of iis'flrst full prewar year and as of Deeember 31, 1918. 
'■ SCHEDULE D-ANALYSIS OF SURPLUS ACCOUNT. ~~ 

Attach h««to an analysis of the corporation's surplus account, showing ths details of aU adjustmenU of surplus for the taxable year, aa neariy as pracUcable m the following form 

I Deduct: S. Dividends (sUte date payable and amount of each, and whether in cash or 

6. Ofijffiis to surplus (to be detailed). 
7. Surphia at end of year par books. 
3.000 or more, which was in exktance during at least one full prewar year, shouU also attach to this rotum a similar anafytu oTiU surplus 
' ' ■ >r down to the beginningof the taxable year. s-sm 



A eoiporation having a net income of 83.0 
aoisnt Ibr its firt full prewar year and for end 
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SCHEDULES SUPPORTING SCHEDULE A 

The MlifldQlea called for Mow thoold be prepared and flrmlj sUpled to this retnm. Dedgnate each adiednla with the mmlMr Af the htm fai Sehedak 
A whieh it ezplaioa. Hake adiedttl e e on paper of oniform nae to far ai praetieable. In the qiaee prondad for the pnrpoae «a peg* 6 list all achednlei 
attached to thk retom, grring the title and sehednle rnunber of eaeh. 



la Mpvort of Itam t, Schednl* A. oorporattona aifaaad la maaoteetarlac or 
tradlas ovtnUoaa shoiild Mbalt «a analrsto, la naaonabto dcUU. tt tke caat •( 
fooda mM. Thie lUtoiiMat ataoaid ordinarily laelnd* the foUowta« Itaow bat 
■boold not laelnd* any expanae Items coUad for aaparately la Behadote A. 

L laTnbriaa at baginalim «( pariod (to to raoomsUad with balaaea iteat). 



1 Ottar azpaaaaa ordlaarilr ehargad to oiaanfactariac caat oo tba eor- 
porattoa'B Iwoki. (atato aavarataly larfa or navaaal Itaaa.) 

%. TOTAI. 

Dadoet: 

«. iBTaotorlaa at cloaa t€ pariod (to ba faeoadM with balaaea ahaat) 
7. Coat of fooda aold (Itam B laaa Itam «). 

NOn.— lOTcntorlaa ahonld ba vaload at (a) caat or (ft) coat or marfcet. which- 
ovw la lowar. proridad, howavor, that whlcharar baala waa adoptad by a tazpayar 
Car tha tanbla yaar 1*17 moat ba eootlanad aolaaa npba appUcatloa to tha (Jaa- 
Btaatoaar panalaaloa la sraattd to ehaaga. If baahi (») la naad it moat ba appllad 
to aaeh Itam la tha larantory and not to a paK oaly. laTaatorlaa ahonld ba 
racordad la a ladbla maaaar, properly oompatad and snmmarlaad. aad ahonld ba 
pcaaarrad aa a paK •t tha aoooontlag racorda of tha tanpayar. (laa Artielaa IWt 
to liSf of Bagnlatlona Na 4S.)' 

State hMw which of. the above^nantloaod baaM tor valalnc InTntorlaa la nead 



natara and amonat o( tha prladpal itams 
laclodad la Item S, Schadnla A. 

Lite inaaraaoa oompaalao ahonld antar m Itam S. Sohadnla A. tha total pM- 
Bioma NoalTad from poUeyholdan laaa anch portloa tharaeC aa haa baan paid back 
or eraditad to, or tiaatad aa'aa abatamaat of prwatama at aaek poUcyholdara 
wtthta tha taskUa yaar. (laa Artidaa 646 oad M7 of Bagnlatlona O.) 

Mntnal aarlao tnanraaea eompantaa ahonld report aa Itam S. Schadnla A. tha 
groai pramfanna eoOaetad and raoairad by tham laaa amonnto paid for reinanranea. 

SC HEDULE A 4i INTE1IE8T ON OBUCATIONS OP UNITED STATES OR ITS 

POSSESSIONS NOT EXEMPT. 

■ntir In table balow the nuudmnm amonnt of Ubarty Bonda and other oUiga. 
tlona of tha United Stotaa iaeoad ainca Saptambar 14. 1»17 (par Talna) held at 
any one tlnub from which Interoat waa derived daring tha tazabta yaar: 




Non.— niia emmptlon aa to Itema la aad lb (mulmum $45,000) la limited 
to one and ona-half timaa tha amonnt qt bonds of the Pourth Ubarty Loan orlgl- 

1 held. State that amount here, I 

amonnt to be tateiad aa Itam 4, Sehednle A. refer Cnt 



If the amount entered in column t of the table fOr any daaa of obllsatlons 
I mazimnm exemption for tha aame daaa of oMIgatlona pina any part 
of the ICOOO azempUon assigned to that class (see column », attach hereto a 
achadjile ahowing In aeparato colnmna tha following Information: 

(a) Oaaa of oUlgatlona. 

(») Flrat and laat dataa of each period dnrlng which the oorporatkm'a holdlnga 
of that elaes of obUgntkms remained uochanged. 

(c) Amonnt of oUlgatlona of that class held by tha oorpomtlon during each sndi 
period. 

(d) Amount by which ea^ amount entersd In column 



(a) Rate of Intareat 

(/)Interast derlTod from eaA amonnt of principal atatad In column (d). 

FOr the purpoee of ahowing changea in holdings and applying tha exemption. 
el a a saa la and lb must be taken Jointly, but for tha pnrpoae of oompuUng the 
taxable Intereaf they must be entered separately. 

■nter aa Itam 4, Sehednle A. the total of column if) for aO elaasaa of oUigaUons. 

Submit also a statement showing the amount ot Interest derived from bonds 
and other obligaUons ot the United States and Ito poaasaa l on a , aftlMlTa of thoee 
■deaeribaa In the table above. 

SCHEDULE A9i INTEREST FRCMI OTHER SOURCES. 

Submit a achedule ahowing the aouroe, nature, and amonnt of the prlndpal 
items Included herein, the minor itema being grouped in one Hgnra. The total of 
the achedule should be entered as Item 6, Schedule A. < . .. 

nor intereat on foreign bonds submit a schedule ahowing (a) name of country; 
(») kind of bbligationa (whether national, atate. municipal, or oorpomte obliga- 
Uons): (c) amount of principal; and (d) amount of Interest 
SCHEDULE Afti DIVIDENDS ON STOCK OF FOREIGN CORPORATKNO. 
^ Submit a schedule showing (a) same ot corporation; (b) country la which 
orgaaiaad; (e) total par value of stock held; aad (d) aaiount of dlvMcads. 

SCHEDULE AlOi CROSS INCOME FROM ALL OTHER SOURCES EXCEPT 
DIVniENDS (not including any amount in leapect of ovital aaeoto or 
mleoeilaneoiM ImreetRMnts). " 
Submit a achedule ahowing the source, nature, and amonnt of tha principal 

items indnded herein, the minor items being grouped la om tgun. Ilia total ot 

the schedule should be entered as Item 10, Schedule A. 

SCHEDULE AUt ORDINARY AND NECESSARY EXPENSES (eanept aoMunu 
"" ■ * ... - - - ^ jmium of capital 



eaUedforei 



rrfalae 



n Sehedulo A and not InciiiHing eoet or «al 
IS InveatnteoU aoUjduting tasable year). 



I statement shew' % charaeter aad amonot of the prtnolpal items 
laelnded la Item U. SdMdnle A. 



addition required by taw to be made wUhla the taaUe year «e rsnarva fanda (la- 
eluding la tha case of aaaaaament tnanraaea odmpaalea tte aotaal deposit at anma 
wia State or Territortal aMoaM poraaaat to taw as i 
reserve fands; aad (») the total of ■ 
year oa poUey aad aaanity contracts. 

Oorporatioae losniag poUelss eovnrfag tUt, heaia. a«l aediait I 
combiaed ta oas policy lesaed oa the weakly i 
for Uto aad aet sabjeet to eaaoallatloa should rapart ta SAednle i 
of tha aet addttloa (not required hy law) made wttUa the tasaMo yaar to 
funda as le required Car the proteetioa of the hoMen «C saA pelldaa. 

alee eheald rapacC la fl*e«nle AU a 
St «c preodams prsvloaaiy paid hr them aad li 
betwi 
, MntaaliiuumnceeoBvaales (other thaaarataalUCeaada 
aaee eosqwdes) that rsqaira their members to make prsmiaa depoetts to provide 
for loesse aad axpaaaae ahonld leport hk SdMdnle 
dapoaito returned to their poUcyhaldera aad the i 
ratalaed for the payaeat ot leaaa% i 
deducted eiaawhaie in Schedule A). 
SCHEDULE Alli COMPENtATlOM OP OPHCERS^ 

Submit a schedule showing for mek edieer (1) nmt. (i) dntiee, (t) time de- 
voted to each dntlaa, (4) eharoa of stock owned. (S) total annual < 
for the years lOlO. 1017. aad Ul>. aad («) i 
aC HBDOtlA Idi REPAIRS (la 

Submiti a eehadnle showing the aatare aad aaeoat e( the pateelfal ttaee 
laelnded in Itam 14, Sehednle A. ' 

laddeatal repairs, whfcA do aot odd to the volne or awredaMly pwle^ the 
Uii ot property, are deductible as akpensca. ■ipeadltui'se Car aov halldlaw or 
for permanent imptovaoMata or heltormaato which lacreeoe the vatoa e( the peep. 
arty are duugaaUe to capital aoeount ■xpaadltnioe Cor roatortag or roplaelag 
property are aot dednetihie under thia or nay oOar itasa of the ratan. Bath 
expeadtturae are charaeable ttf capital aceouat or to depredatlea f a rvfi ^ iiBiaili^ 
ca the traatmeat at d^reclatloa oa the heoke of the tai^ayer. 
SCHlOULE Alti KXHAUiTtOM. WEAR AND TEAR (lailiiiling ntnliiiiBii). 

Submit a eelamaar achedule coatalalag, tat' 





t. The eoet ot auch aaaata if acquired after Wkaary », IMS. 
4. The estimated life or term o< raaaonabla aeaftilnaaB of eaOh ai 
k 1. MIS, oa tha « 



S. For aad daaa ot aaaata stale— 
(a) Tho total amount at i 

ginning ot the taxabto yeair. 
(») Tho total ao 



I I. IMS. to tha be- 



rasvoadtag 



I) 

«. A raooaeHlatioa ot all flgnraa Ohown la thia eohedale 
flgnroe reflected ta the balance afaaeta. 
SCHEDULE AMi AMORTIZATIONjOFjWAR^ACILmES. 

If amortisaUoB of war tadUtlea la claimed the taxpayer Is raqalrad to eahaatt 
with thia retnm the latormatloa aad aehednlea called far ta Aitlelae in la 1S7 a( 
BaguUtlona 41. * 

SCHEDULES ASS ssi4 ASii PROFIT OR LOSS ON SALES OT CAPITAL ASSETS 




S. Date acquired. 

>. Adr marfcet prioe or value oa MarA 1. ms. It aeqnirad batea thai Moi er 
coat If acquired aftor Vabmary S8, Ull 

4. Ocat of improvemeata. If any, alace Mhnair SS,.lilS. or alMoe goto e( 
aeqnialtton. if acquired after Mbmary Si; ISIS. 

5. Total of Items S and 1 

Laos— 
«. Depredation or depletioa ot property sahjact thera(e-p 

(a) Far books. 

(») Accrued bat aot iM Itooka^ 
7. Salvage valne^ if any, of property oa whldi a icee ta rtnliaed, 
S. Amount ot Insurance or ether recovery oa p»>perty. If any. 
S. Proceeds ot sato or eaOh value ot propetty raeolvod ta ewheags (for traaeoe 
tiooa Ctillng ta Itam SS. Sdiednle A) (aae Kpte). 
10. Total of Items « to S. indusive. 

IS. Cauae of Ioh (for loaaaa Calling ta Item S4. Behadde.A). 
Nor.— Submit evidence aubatanttattng the baato used bgr Tea ta arrMag at Ik* 
caah valne of property received ta exchange Cor other properljr. 

COMPENSATION AT^RATE OP |SjMO OR MORE PER ANNUM. 
Submit a achedule ahowing lor aaeh employee (tt a etoekhelder of tho.earpon- 
tioa). whoae compenaatlon la at the into of |SJO* er more par annaByiicta alirilar 
to those eaUed for ta St^edale AIS. 

WORKINC PAPERS. 
Brwy oorporatioa should praaerve, available fOr la^eetlea bgr a revoov 



1. The balaaee ta mdk aceeoat oa the corperatioa'e books that wae used ta 
prepsirlag Sehedata A. 

S. The amooat dedoetcd from each each balaaee oa aeeooBt tt eaA dasa of 
aoa4axahle toeosM, uaaDowablo deductlona, aad otter adJuetsMata ladt- 
cated ta Sdiednle B. with a reCiranco to Oa'aamber ot tho item ta 
Sdiednto B ta whhA each amount ao deducted waa tadaded. 

S. The ramatader ot eaeh each balance, aaalyiad to shew' the ameant ta- 
daded ta ea(^ Ham ot Sehednle A. wltt a raCaraMa to the antaber «C the 
ttata ta Sehedata A ta which ea^^ 
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PteAe 4-IiiTMi«d Capital SchedolM 
8CHEDUUE E-CAPITAL. SURPLUS. AND UNDIVIDED PROFITS AS SHOWN BY BOOKS BEFORE ANT ADJUSTMENTS ARE MADE THEREIN. 



H nxani in tkte sclMduIe to Uw extent that It U paid up. It stock or O&res were 
iMoed at a booUmI TiUae or vitlMut per Talue, the entriee ehoald reflect the 

S5. Thia Item AwM Indnde paid-in rarplua per books at the end of the pre- 
eedlnc year. U any amount Is claimed under SecUon U6(a)(t) of the Revenue 
Act of ItU or aadsr ArUele «S7 of Resulatlona 46 the amount claimed should be 
•atared under Item 1. Schedule F. and not in this schedule. 
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ctions made in computing net Income as returned in previous years 

rly explained, be entered on line 7. Such entries should be IdmiUfled 

iry reooncUed with balano^sheet rsserves. 

cost (or book value if different from cost) ef treasury stodc held at 

is Included in tbe amount entered on Une 4. Tt«asury kock includes 

ttlon. 
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S. Common 
































4. Total 
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Sanibm and uadiTided profiU: 

ft. Paid^ surplus 


































e. Esnied Burphn and undivided pivete 


































inc net income (tabereooncOed with balMce^eheet items) 


































9. Dedoet cost of tressury stock (or Wk value if diffeitsnti 


s ^ 
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1 { 
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10. Nct TOTAL atem 8 minus Item 9) 


t I 
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SCHEDULE F-ADJUSTMENl 

Pi. If an addition to invested capiUl is claimed In Item 1. Schedule F, submit 

actaal cash value of such property at the daU when paid In, (e) the par value of 
ctodL or aharas issued therefor and the amount at which such property is entered 

Ps. If an addition to Invested caplUl la claimed In Item 2, Schedule F. submit 

(c) Its eost. (d) the amount of depieclatlon sustained on such property from the 
date of acquisition to the beginning of the taxable year. State also whether each 
Itam sought to be restored was actually used or usable at the beginning of the 


•S BY WAY OF ADDITIONS. 

Uxable year. Were these expenditures, when made, written off in lieu of depreda- 

Fs. If any addition to Invested capital la claimed in Item S. Schedule F, sUte 

Fa. If apy sssets of the trade or business in existence during both the taxable 
year and any prewar year are Included In the invested capital for the taxable year 
but not for such prewar year, or are valued on a different basis In compuUng the 
invested capiUl foi the Uxable year and such prewar year, entries should be made 

to value such ssseU upon the same basis in the prewar period as In the Uxable year. 
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2. AiUiiioffifl to mirDhifl (Ariidm 840 to 843) 


































not aikmaUe as a deduction OD income tax letiims 
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6. ........ 
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8.' Total , 


1 








t 








t 








1 









SCHEDULE G-ADJUSTMENTS 

Gi. la any patent, copyright, secret process or formula, good will, trade-mark, 
trade brand, franchlae, or other almllar InUngible property, itald in for stock, 
entered on the books of the corporation at a value in exceas of lU actual cash value 

when paid laT In excess of the par value of the stock Issued there- 



r to any of the foregoing questions is "yea" submit a sUtement 
ahowing separately with respect to such assaU acquired (1) before March 8, 1917, 
and (S) on or altar that date: (a) Date of aoquisiUon; (b) caah value at that date, 
with a complete explanation of the basis upon which such cash value was deter- 
mined; (e) par valne of the stock Issued therefor; (d) par value of teUl stock 
outstanding March >, U17; (e) par value of total stock ouUtanding at the beginning 
of the tazabto year; {f) the value at which such asseto are entered on the booka 
of the corporatloB. 

if an the Intangibles were acquired before March S, 1917. the amount by which 
tf) exceeda (»). (c) U per cent of (d), or » per c«it of (e), whichever Is lowest, 
mast be entered as Item 1. Schedule O, for the taxable year and for each year of 
the prewar period that la alEectad. 

If the Intangibles were acquired on or after March S. 1917, the amount by 
which the entry la (f) relating to such Intangiblea ncaeda (») or (c) relating 
thereto, or 2S per cent of (e), whichever la towest. must be Included in Item 1. 
Sehedute O, for the taxable year: Provided, that If Intangiblea were acquired be- 
ftea March 1, 1917. and also on or after that date, deducUon shall be made so that 
the amount Included In invastad capital for the aggregate of inUngibles shall not 
exceed 25 per cent of the par value of the total stock outstanding at the beginning 
of the taxable year. 

NoiB.— If the stock of the corporation was Issued at a nominal value or with- 
out par value, for the purpose of the computetlon under Item 1 the par value shall 
be deemed to be tbe flair market value aa of the date or dates of Issue. The aggre- 
gate value so determined of stock outstendtag on March S, 1917, or at the begin- 
ning <a tbe taxable year, shall be the basis for the computetlon. 

Oa. Is any tanglbia property, paid in for stock, entered on the books of the cor- 
poration at a valoe la excesa of Ite actual cash value when recelvedt In 

excess of the par value of the stock paid thereforT 

If the answer to either of the foregoing queatlona Is "yea," submit a statement 
showing (a) kind of property; (b) when acquired; (c) par value of the stock paid 
therefor: (d) actual cash valne of the property when paid In; (e) the basis oa 
which that value waa detwmlned; (O value at which the property is entered on 
the corporatloo'a booka; and ig) amount by which anch value exceeda the allow- 
able value nndar aaetlon 826 (a) (8} of the Revenue Act o( 1918. Bater thIa 
aaMunt aa Item 8. Sdiedule Q, for the taxable year and for each year of the pre- 
war period tliat la allseted. 

0|. (a) Waa any stock Issued by the corporation ever^ returned as a gift or fOr 

g MBMaraUoa ■obatantlallj less than Ite par valueT (b) if so, what was 

the total par value of auch stock? I (e) What waa the oonalderaUon paid for 

the Ntarg tb«re«f? t.'^^^^ (d) What amount of casb or Ks equivalent was da* 



BY WAY OF DEDUCTIONS. 

rived from th« resale of such stock? | (e) What entries were made In the 

aocounte to evidence the return and the resale of such stock? 

The excess of (b) over (d) must be entered as Item 3. Schedule O, for the tex- 
able year and for each year of tbe prewar peilod that is affected. However, no de- 
ducUon is neceesary if adequate adjustment has been made under Item 8 of this 
schedule. 

G4. Was the business reorganized or consolidated or was ite ownership changed 

or was there a change In ownership of property after March 8, 1917? If so, 

answer the following queatlona: 

(a) Did an Interest of U per cent or more In the business or in the property 
which changed ownership remain in the control of tbe same persons, corporations^ 

associations, or partnersblpa, or of any of them? 

(b) Were any of the asseto entered on the books of the corporation making thlf 

return at a higher value than on the books of iU predecessor? 

(c) If such previous owner waa not a corporation attach a stetement showing 
(1) the cost of acquisition to the previous owner of any asset so traaaferred or re- 
ceived; (8) expenditures subsequent to that date for betterment or development, 
not deducted aa expense or otherwise since March 1, 1913, by auch previous owner; 
(8) the allowance for depreciation, depletion, or impairment since the date of 
acquisition by such previous owner. 

(d) If all, or substantially all, of tbe property was acquired from a corpora- 
tion during the taxable year atUch hereto balance shreU of such predecessor cor- 
poration as of the beginning of the taxable year and as of tbe date Immediately 
prior to the transfer of the property to the corporation making this return, and 
also a balance sheet or sUtement of the corporation making this return showing 
the values at which such property received or transferred was entered on tne books. 

The increase in book value of any property acquired by reorganization, con- 
solidation, or change of ownership, over the amount allowable to the predecessor 
corporation or over the amount as computed under (c), if the previous owner was 
not a corporation, must be deducted from the invested capital for the taxable 
year aa Item 4, Schedule Q. 

Qc. la any property (Including physical property, securities, and InUngible 
property) paid for with cash or with other tangible property entered on the books 
of tha eorporatton at a value In excess of the amount of caah paid therefor or the 

actual caah value of the Ungible propeity paid therefor?... If so, submit a 

statement ahowing (a) kind of property; lb) amount of cash paid therefor; (c) 
actual caah value of other tangible property paid therefor; (d) how that value was 
determined; (e) value at which tbe property is entered on the books of the cor- 
poration; and (/) exceas of (e) over (b) or (c). This excess must be entered as 
Item 6, Schedule O, for the taxable year and for each year of tbe prewar period 
that la affected. 

Od. Haa adequate provision been made In the expense apcounU of the company 

tot (o) losaea of every kind? ; ( b) depreclaUon? ; (c) obeolescence? 

: (g) depletion of mineral depoolte, timber supplies, and the like? 

If adequate charge baa not been made for depreclaUon, depletion, obeoleeeenoe, 
and other losaea, and the value of the property has not been mainUined by rsplaoa- 
manto that have been charged to expense, proper additional chargea therefor must 
be computed for all yeara in which they were not made on the books, an<t the total 
amount of such chargea must be entered as Item 6. Schedule O, for tha taxable 
y«ar (and tor each year of tha prewar period that waa affected) and deducted In 
arrivlag at the anrphia and undivided proAta. , 



II9I 



Digitized by 



Google 



|T«I. 


Mil 


i*ia 


»u 


TuuuYBta. 


r Valiutioa of UagOtla property paid in for stock 


• 








1. .. . 








1 








1. . 












































































S. Api»Mktioo 




































































T 


































8 


































9. Total DBOVcnoNS 


t 








t 








t 








t 










SCHEDULE H-CHANGES IN INVESTED 

t. ChancM la iDTMt«d capital dnrtnc tb* uzabl* year ontloarUy arlaa la om 
r mora of tlM (oUowIbc ways: 
(a) AddlUoaa by 



[ for 



D of tlM aale of capital stock or tbo li 



t of capital 



(») Liquldatloa of part of th« capital by ratlrtmcnt of stock or purebaae of 

trsaaary stock not out of carront aamlass. 
(e) Paymrat of cash dlrldands out of oamlati of prior yoara. 
id) DcdBctloa of tbo amount of Federal Income and exoeas-proCts taxes for 

tho proTlous year, 
(e) Payment of asseaaments by stockholdeis, or creation of pald-la snrplus 
Tiy contrlbatlon of atocknolders. 
Specify (by nslnc red ink tor distributions, or otberwise) whether each Itam 
repreaents aa addition or a dlstrlbatioB. 

t. Report dirldends paid out of proflU of prior yoars bat not dividends paid 
out of proflta of the taxable year. Any distribution made dnrinc the llrat M days 
of the taxable year ahall be deemed to have been made from eamlnga or proflta 
accumulated durinf preoedinc taxable yeara; but any dlatributton made durinf the 



CAPITAL DURING TAXABLE YEAR. 

remainder of the taxable year ahall be deemed to have been made from the proflta 
for that year to the extent that such pr^Ua are anflkient (See Arttde 1S4L) 

>. If atock Is laaued for cash, the actual caah received (but not the amount of 
dlaconnt) ahould be entered in thia Khedule. Aaaeta (other than caah) paid In for 
stock must ba valued in accordance with Section S2< (a) (2) of the Revenue Act 
of 1»U. 

4. The amouat of Federal lacoma and ex c e asp roflu taxca payable ahould be 
deducted as of the daU whea due aad payable whether reaervea have been aet up 
OB the books or not. (See Article 841.) 

I. If cairftai atock of the corporation la reacquired but not paid for out of 
current ptitAta, the eoet of such stock should be deducted from invested capital. 

6. The data called for in oolumna 1 to 6 ahould be civaa for all tranaaotlona. 
except that columns S and 4 are applicable only to the iaana or reacqulalttoa of 
the eorporatlon'a atock. 

7. In Columo 6 enter the number of days remainlnc la the taxable year (la- 
dndlac the daU of chaage). 

t. The net chantee, if not in accordance with the Increases or decreases reflected 
In the balance aheeta, should be fully reconciled therewith. 





1. NAteaseeAMr 


n^^T>^ 


.^ 


t Davs. 


'mTJ^tl^ 




^or 


r;*£Si?&^ 


'aS^. 


7. AMonao Atouo 
/ OofaM S KCehowi e 


B. 










1. .-: .. 






1 


s 










• 








a 


























8 


























4. . ,. 


























8 


























6 


























7 


























8 -. 


























ft 



























SCHEDULE J— CHANGES IN INVESTED CAPITAL DURING PREWAR YEARS. 

«3ompute the net addition or reduction eeparatdy for each yg«r. See tnstructiona under Schedule H.) 
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SCHEDULE K-CHANGES IN INVESTED CAPITAL FROM END OF PREWAR PERIOD TO BEGINNING OF TAXABLE YEAR, NOT SHOWN IN SCHEDUU L 

(See instructione under Schedule H, so far aa applicable.) 
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Hm Um corporation may Inadmissible aaaeU (1. «., stocka, bonds, and other 
oUicatloBB^ onepi obligation* of the United SUtes. the Income from wblcli U not 

tasaMa)T 

If eok attach hereto a aUtement showing ftor 1911. 1913. 1918. and the taxable 
yev. aepaimtelr. the facU called tor In Items (a) to W of this' schedule. 

If the ineome from such assets consists In part of gain or profit from the sale 
or other diapoattlon thereof, or if all or part of the interest derhred from such 
sasots is in effect Included In the net Income because of the limitation on the 
dedactloa of interest under Section 234 (a) (2) of the RoTenue Act of 1918, then a 
eemvonding part of the capital Invested in such assets Is deemed an admissible 
asaot In aoch case, set forth In detail— 

(a) The various kinds of income derived from such assets and the computation 
of tha part of the capital invested therein which Is deemed an admissible asset 

For the purpose of this schedule, inMImlsslble assets shall be valued at cost of 
actalaltlon except that if the taxpayer has in previous years been allowed a de- 
' «iuctloa on account of the fall in the market value of securities, such assets shall 
be valued at cost less the deduction allowed. Admissible assets shall be valued as 
provided in Sections 826. S30, and 331 of the Revenue Act of 1918 and Articles 
S31-8Ct, ni-n4, and MU^f ReguUtions 4B. The average amount of aaseU of each 
kiad hM durtag any year may ordinarily be determined by dividing by 2 the sum 



Pkfte •— IfkTMtcd Capital Schedulea (Concluded) and QvMiions. 

SCHEDULE I^INADMISSIBLE ASSETS. 

of the amount of such assets held at 



. beginning of the year and the amount 

held at the end o( the year. In such case the amount of admissible assets may 
best be determined from (1) the balance sheet as of the beginning of the year 
ttdfiuted with respect to the Items In Schedules F and O, and (2) the balance sheet 
as of the end of the year correspondingly adjusted. But if at any time during the 
year a substantial change has taken place in the amount of such assets, the average 
amount must be determined as provided In Article 852 of Regulations 46. In such 
case, show in detail- 
lb) The computation of such amount 

Bute also— 

(c) Amount of Inadmissible assets held at beginning of the year. 

<d) Amount of inadmissible assets held at end of year. 
I <e) Average amount of Inadmissible assets held during year. 
^ (f) Amount of admissible assets held at beginning of the year. 

(0) Amount of admissible assets held at end of year. 

(h) Average amount of admissible assets held during year. 

(i) Sum of (e) plus (h). 

U) Percentage which («) Is of (i). 

This percenUge (/) for each year should be appll«>d to the figures for that year 
appearing on line 7, Schedule II, in order to obUIn the deduction on account of 
inadmissible assets, which should be enteied on line 8, Schedule II. 



KIND OF BUSINESS. 

L Explain below the nature of the corporation's business In suificient detail to 
show in which of the following general classes of acUvlUes it falls: • 

<1) Agriculture and related indusirles. Including fishing; (2) mining, quarry- 
ing, and rtfated Indnstriee; (8) manufacturing; (4) construction; (5) trading; (6) 
transportation: (7) storage; (8) other servicee; (9) banking* and Insurance. 

S. If the business falls in any of the classes from 1 to 5, state the special product 
or prodocta handled; If In class 5, sUte whether wholesale or retail, or both; It In 
daas •, state whether rail, water, or other, whether general or local, and the special 
commodltieo (if any) transported; if In class 7, state the special commodities 
stated (if aay) or the special kind of storage; if in class 8, sUte in detail the kind 
of service rendered; If in class 9, state the branch of banking or insurance 



8. In all cases state whether the corporation acts as principal (using its own 
capital) or as fgent or broker (on commission) or as both. 



(») ColUteral businesses, if any.. 



OTHER CONCERNS IN SAME BUSINESS. 
4. Enter on the following lines the names and addresses of five representative 
concerns la your locality or aectlon of the country engaged In the same kind of 



INCORPORATION. 



B. Date of Ineorporation 

•. Under the lawa of what State or eountry?.. 



carried on during any one or more of .those years? If so, give name 

under whkh. and address at which, !U business was then carried on 



QUESTIONS 

AFFUUTIONS WITH OTHER COKTOKATIONS (TO BE AMSWEKEO IT EVEKT CORPORATTON) 

11. Do you own illrectly or control through closely afllllated Interests or by a 
nominee or nominees over 50 per cent of the outsUnding capital stock of another 

corporation or of other cotrporatlons? 

12. Is over 50 per cent of your caplUl stock owned by another corporalion or by 
two or more corporations that are afllllated? 

13. Is over 50 per cent of your caplUl stock as well as' over 50 per cent of the 
capital stock of another corporation or of other corporations owned or controlled 
by the same Individual or partnership or by the -same Individuals or partner- 
ships? 

14. Is this return a consolidated return within the meaning of Articles 631 to 
G J8, Inclusive, of Regulations 45? 

15. Afllllated corporations as Indicated In 11, 12, or 13 above must comply with 
the following requirements: 

IC. If the answer to question 11 Is "yes," submit a statement showing for each of 
tbe corporations over 50 per cent of whose stock Is owned or controlled by you, 
either directly or through closely affiliated Interests or by a nominee or nominees: — 

(a) The name and address; 

(b) The total par value of the outstanding capital stock at the beginning 
of the taxable year, and the date and amount of each change therein; 

(c) The total pai value of such outstanding capital stock owned or con- 
trolled by you at the beginning of the taxable year, or at the date 
of acquisition If acquired during the taxable year, and the date and 
amount of each change therein. 

17. If the answer to question 12 is "yes," state- 
to) The name and address of such corporation or corporations; 
ib) The par value and percentage of your stock held by each. 

18. If the answer to question 13 Is "yes," submit a statement showing— 
(a) The names and addresses of such corporations; 

(6) The name or names and addicss or addresses of the owning or con- 
trolling Interest or Interests; 

(c) The total par value of the outstanding capital stock of each corporation 
at the beginning of the taxable year, and the date and amount of 
each change therein; 

(d) The total par value of the outstanding capital stock of each corporation 
owned or controlled by each one of the several individuals or part- 
nerships at the beginning of the taxable year, and the date and 
amount of each change therein. 

19. It the answer to question 14 Is "yes," the informstlon furnished under 16 
and 18 should identify the corporations Included in the consolidation. 

20. If ons corporation owns 96 per cent or more of the stock of another, or If 
95 per cent or more of the stock of two or more corporations Is owned by the 
same Individual or individuals In substantially the same proportloi^ a censoUdsted 
return must be filed, except that the limitations as to consolidation under Article 
636 must be observed. If the ownership Is less than 95 per cent but exceeds 60 
per cent the parent corporation or principal corporation of any grOup of afllllated 
corporations must furnish the information called for above and In addition must 
file a sUtement fully disclosing the details of afllliation other than stock ownership 
and all other Information which will be helpful In determining whether or not a 
consolidated return should be filed. 

VALUATION OF CAPITAL STOCK. 

21. ynoil was the fair value of the total capital stock of the corporation as 

determined In the last assessment of the capital stock tax (If any ) ? | 

Date of that assessment 

LIST OF ATTACHED SCHEDULES. 
Make below a list of all schedules atUched to this return, giving for each a 
brief title and the schedule number. 



ACQUISITION OF MIXED ACCREGATF.S OF ASSETS. 
B. Did the corporation ever Uke over a going business or otherwise acquire a 
mixed aggregate of tangible property, patents and copyrights, and good will and 
other almilar iatanglble property, and pay for such property in whole or In part 

Witt stock or other securities? 

9. If so. submit a statement showing— 

(a) The name of the concern taken over (or from which the property 
was acquired) ; 

(») The nature of the asseU and llabiUtlas so acquired; 

(e) The total par value of tte stock Issued therefor; 

(4) The value at which each class of assets was carried on the books of 
the concern from which acquired (If obtainable submit a balance 
aheet of the predecessor corporation as of the date of acquisition) ; 

(«) The value at which each item was entered on the books of the cor- 
poration making this return. 

10. If patents, copyrights, secret proceesea or formula, good will, trade-marks, 
trada braada, franchises, or other Intangible property were acquired, state also 
the basis on which tteir >alue was determined and how they were paid for. 



We, the luidersigned, president and treasurer of the corporation for which this return is made, being severally duly sworn, each for himself deposes 
and tajB that this return, including the accompanying schedules and statements, has been examined by him and is to the best of his knowledge and belief a 
true and complete return made in good faith pursuant to the Revenue Act of 1918 and the Regulations issued thereunder. 



Sworn to and Bab-\ . 
ibed before me / ^ 



, .day of . 
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Pkfte 1 of InsteMtiMM 
INSTRUCnONS REGARDING DETERMINATION OF CREDITS, COMPUTATION OF TAX, ETC 



PKOVISIONS AFFCCnnC INVESTED CAPITAL AND CREDITS. 
Krrvma foii part op a year. 

1. If thk retarn h fair a period len than a full year, Itena 8 and 
8, Schedule III; Item* 1 and 2, oolumn 2, Schedule IV; and Item 15, 
Schedule IV, ahall be reduced to as many twelftha of the flgurea for a 
full year aa there are months in the period for which the return is made. 

If the period for which the return is made includes fraetions of 
months, there shall be added to the number of complete mootha as many 
^thirtieths of a month as there are days in the fractional parts of mootha. 

CORPORATIONS NOT IN EXISTENCE DURING PREWAR PERIOD; 

2. If a eorporatibn waa not in eziatenoe during the whole of at 
least one calendar year in the prewar period, provided a majority of ita 
capital stock waa not owned or controlled, directly or indirectly, at any 
time during the taxable year by a corporation in eiistence daring the 
whole of at least one calendar year in the prewar period, and provided 
its gross inoome does not include 60 per cent or more of gains, prdlts, 
commissions, or other income derived from a Oovornment eontraet or 
contracts made after April 5, 1917, and before November 12, 1918, the 
war-profita credit shall be (a) the sum of $3,000 plus (b) the lame percent- 
age of the invested capital for the taxable year (not leas than 10 per 
cent, however) as the average per cent of net' inoome to invested capital 
for the prewar period of corporatimis engaged in a trade m bminssS'Ol 
the same general class aa the taxpayer. 

is. Pending a detomination of the deduction by the OmunissioiMr, 
such corporation shall deduct 10 per feent of tl^ invested capital for 
the taxable year. (See Section 811 (e, d) of the Revenue Act of 1918 and 
Articles 783 and 784 of BegulaUoos 45.) 

CREDIT FOR INCOME. WAR-PROFITS. AND EXCESS-PROPITS TAXES' 
PAID OR ACCRUl!b TO FOREIGN COUNTRY OR POSSESSION OP THE 
UNITED STATES. 

4. If a credit is daimed in Item 19, Schedule IV, a eopy of Form 
1118, completely filled out and sworn to or afflrmed, must be submitted with 
this return. If credit is sought for taxes already paid the form must have 
attaehed to it the receipt for each such tax payment If eredit is sought 
for taxes aoerued the form must have attached to it the return on whidi 
each such aoerued tax waa based. (See Article 611 of Regulations 45.) 

5. When a eredit is claimed for accrued taxea, the CommisBotoer may, 
aa a cmdition precedent to the allowance of this credit, require the cor- 
poration to give a bond (Form 1119), with sureties satisfactory to and to be 
'approved by him, in such penal sum aa he may require, conditioned for 
^tbe .payment by the taxpayer of any amount of taxes found due if the 
taxes when paid differ fnm the amount claimed in respect thereot 

PROVISIONS AFFECnNG COMPUTATION OF WARpPROFITS 
AND EXCESS-PROFITS TAX. 

6. Item 10, Schedule IV, is the war-profita and exdess-profits tax, 
nnleai the taxpayer is entitled to the benefits of one or more of the 
following provisions: 

(a) UmitAtion on total tax. — The maximum war-profita and 
excess-profits tax imposed shall in no case be more than 30 per cent of 
the net income in excess of $3,000 and not in excess of $20,000 plus 80 
per cent of the net income in excess of $20,000 (See. 302). 

(I) Tax on profits from aalo of minoral dopooita. — In the 
case of a bona fide sale of mines, oil or gas wells, or any interest therein, 
where the principal value of the property has been demonstrsted by 
prospecting or exploration and discovery work done by the taxpayer, 
the portion of the war-profits and excess-profits tax attributable to such 
sale shall not exceed 20 per cent of the scUing price of such property or 
interest (See Articles 971 and 972 of Regulationa 45, and section 337 of 
the Act) 

(c) Tax of corpwation ongagod in mining of gold.— If a corpora- 
tion was engaged in the mining of gold, its war-profita and excess-profits 
tax shall be that proportion of Item 10, Schedule IV, which the net in- 
oome not derived from the mining of gold bears to the total net inoome 
(ArUeles 752 and 753 of RegulaUons 45— Sec. 304). 

(d) Tax of corporation whose incomo is dorivod in part from 
"panonal sarvico." — If part of the net income (not less than 30 per 
cent) is derived from a separate trade or business of the character of 
"persMial service," the tax shall be computed in accordance with the 
provisions of Articles 741 to 743 of Regulations 45 (Sec. 303). 

7. Statamant of baaia of . claima. — If the corporation claims the 
benefit of one or more of these provisions, it should sttach to the return 
a complete statement of the basis for such claim and a computation of 
the tax payable in the event that such claim is allowed. The amount 
of tax so computed should be entered as Item 11, Schedule IV, but 
except in cases falling under (a) above, the taxpayer must nevertheless 
fill out all the schedules of this form. 

SPECIAL CASES. 

8. Dafinitionof^odftlcasaa.— Section 827 of the Act provides that 
in the following cases the tax shall be determined as provided in section 328 : 

(a) Where the Comnussioner is unable to determine the invested 
capital aa provided in section 326 ; 

(ft) In the case of a foreign corporation; 

(e) Where a mixed aggregate of tangible ' property and intangible 
property has been paid in for stock or for stock and bonds and the Com- 
missioner is unable satisfactorily to determine the respective values of the 
several daases of property at the time of payment, or to distinguish the 
classes of property paid in for stock and for bonds, respectively; ^ 



(d) Where, upon application by the corporation the Commiauoner 
finds and declares of record that the tax if determined without benefit of 
this section would, owing to abnonul eondlti<m8 affecting the capital or 
income of the corporation, work upon the corporation an exceptional 
hardship evidenced by gross disproportion between the tax oompnted 
without benefit of this section and the tax computed by reference to the 
representative corporations specified in section 328. This subdivision 
shall not apply to any case (1) in which the tax (computed without benefit 
of this section) is hig^ merisly because the corporation earned within the 
taxable year a high rate of profiu upon a normal invested capital nor (2) 
in which 50 per centum or more of the gross income of the corporation for 
the taxable year (computed under section 233 of Title II) consists of 
gains, profits, oommissions, or other income, derived on a cost-plus bans 
from a Qovemment eontraet or contracts made between April 6, 1917, 
and November 11, 1918, both dates inclusive. 

9. TrMitmant of ^octol cmm.— In the cases specified in Becti<m 
827 the tax will be specially determined under the providons of section 
828, but the tax will not ordinarily be computed undw seedoa 328 
merely because the corporation^ form or manner of organization, or the 
limitations imposed by seeti<m 826, result in a greater tax than would 
otherwise be payable. A oorporati<« which eomes within the provia- 
iona of subdivision (d) of section 327 (paragraph 8, above) may make 
application for assessment under the provisions of section 328, which ap- 
idication shall be attached to its return in the form of a statement aetdng 
fwth in full: (a) the r ea s on s why the tax ahoold be ao determined; (b) 
the facta upon which sueh reasons are based; (e) an exact description of 
^eaeh trade or business or important branch of a trade or business carried 
on by it; (d) a statement of the invested capital and net inoome for each 
year since the beginning of the prewar period; and (e) a statement show- 
ing the amount of gaina, proflta, eowmiasions or other ineopne derived 
on a oost-plua basil from Government contracts made after ApriL5, 1917, 
and before November 12, 1918, and sbowing the per cent wUdi aoeh in- 
come ia of the total income of the eorporation. (See Article 901.) 

10. Datormination of firat InatallnMnt'of tax in apadal c aaa a .— 
In the eaas of a foreign corporation, and in the eaas of any other empo- 
ration where abaolutdy no data are available for the determinati<m of 
the invested capital for the taxable year, the installments of the tax ahall, 
in the first instance, be computed and the first installment paid upon 
the basil of a tax equal to SO per cent of the net .income. In any otho' 
eaas under secti<« 328, induding a case where the invested capital for 
the taxable year can not be aceuratdy determined, but where a minimum 
amount of invested capital aa to which there is no question can be deter- 
mined, the installments shall in the first instance be computed and the 
first installment paid upon the basis of a tax upon the minimum amount 
of invested capital, not, however, exceeding a tax upon the basis of 50 
per cent of the net income. In any of the above eases the actual ratio 
when aaoertained by the Commissioner will be used in determining the 
correct amount of Uie tax. (See Section 912.) 

11. Ratuma in qiodal ca sss. — Corporatiwis other than foreign 
eorporations making claim for assessment under section 328 of the Act 
should answer all questions and fill all achedulea aa far as possible and 
attach a statement explaining why it is impracticable to fill out the entire 



UNDISTRIBUTED PROFITS TAXABLE TO STOCKHOLDERS. 

12. If any eorporation, however created or organised, is formed or 
availed of for the purpose of preventing the imposition of the surtax upon 
its stockholders or members, through the medium of permitting its gains or 
profits to accumulate instead of being divided or distributed, such eor- 
poratioir shall not be subject to the tax imposed by section 280 of the 
Revenue Act of 1918, but the stockholders or members thweof shall be 
subject to taxation under Title 2 in the aame manner aa in the eaae of 
stockholders of a personal service CMporatiui, except that the tax im- 
posed by Title 3 of the Revenue Act of 1918 shall be deducted from the 
net income of the corporation before the proportionate share of each stock- 
holder or member is computed (Sectiim 220, Article 351). 



LOSS ON INVENTORIES AND REBATES UPON SALES. 

18. At the time of filing returns for the taxable year 1918, a daim fw 
abatement may be filed ^ased on the fact that a substantial loss has been 
sustained (whether or not actually realised by sale or other dispositiai) 
resulting trom any material reduction (not due to temporary fluctuation) 
in the value of the inventory as at the end of such taxable year, or from 
the actual payment after the close of sueh taxable year of rebates in pur- 
suance of contracts entered into during sueh year upon salea made during 
such year. In such case pajrment of the amount of the tax covered by 
such daim shall not be required until the daim is dedded, but the tax- 
payer shall accompany his claio^ with a bond in double the amount of the 
tax covered by the claim, with sureties satisfaetory to the Commisdoner, 
conditioned for the payment of any part of such tax found to be due, 
with interest at the rate of 1 per cent per month. 

14. If no such daim is filed with the return, but it is drawn to the 
satisfaction of the Commissioner that during the taxable year 1919 the 
taxpayer has sustained a substantial loss of the charaetor above described, 
then the amount of such loss shall be deducted from the net inenoe for the 
taxable year 1918 and the taxes imposed for sudt year by Titiea 2 and 3 
of the Revenue Act of 1918 shall be redetermined accordingly. (See See- 
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F»Ae 2 of Inatraetton* 

GENERAL INSTRUCTIONS 

1. Pot eomplete iostraetions oonceming the filling in of the aehedules in this return, read the explanatory notes at the head thereof, and Part II o 
Be«iilatM»> 45. rdating to the income tax and war-profita and excess-piofiU tax on eorporations. Copies of the regulations can be obtained trom an 
eoUeetw of internal revenue or any bank. ^ 



RETURNS. 
LIABILITY FOR FILING. 

2. Corperatiosu 99nmraXfy,—^veij corporation, joint-stock com- 
paqy, aasodation, and insurance company not specifically exempted by 
Seetioo 231 of the rerenne aet of 1918, and having a net income for the 
taxable ytmx of $3,000 or more, is subject to the war-profits and excess- 
proAts tax and must file a complete return on this form. 

3. A corporation, j<nnt-stodc company, association, or insurance com- 
puny (not exempted by Section 231) having a net income less than $3,000 
must also file a return on this form, filling that part of Schedule IV under 
the headings "Income tax" and (if necessary) "Adjustment of tax for 
fiscal year ended in 1918," and aU the schedules called for on pages 
2 and 3 ; and answering all questions on page 6. 

4. Fotwign eorporaUoiu.— Foreign corporations subject to the 
law are required to make returns to the collector in whose district is 
located its principal office or agentgr through which is transacted the 
bonneas in the United States. The gross income to be returned includes 
only the gross income from sources within the United States, including 
interest on bonds, notes, or other interest-bearing obligations of resi- 
dmts, corporate or otherwise, and all amounts received representing profits 
on the manufacture and disposition of goods within the United States. 
(See Articles 91, 92, 548, and 625 of Regulations 45.) 

5. A foreign corporation should fill in and submit all the schedules 
called for on pages 2 and 3 of the return with respect to its income from 
sources within the United States, and should compute its income tax 
(Schedule IV), claiming, however, no specific exemption (Item 15). It 
dwold enter 50 per cent of its net income as its war-profits and excess- 
profits tax, pending determination by the Commissioner of the amount of 
tax assessable (see Instructions, page 1, paragraph 10). 

6. Partiurship*; and pc^aonal sarvica OMrporatkms.— Partner- 
ships and p^rsmal service corporations must make a return on Form 
1065. (See Article 624 of Regulations 45.) 

CONSOUDATEO RETURNS. 

7. Affiliated corporations, as defined in Section 240 of the Act and 
Artieles 632 and 633 of the Regulations, must file a consolidated return. 
As provided in Article 632, the parent or principal reporting company 
must file the oonsolidated return on this form with the collector of the 
district in whidi its principal office is located. All supplementary and 
sapporting schedules should be prepared in columnar form, one column 
being provided for each corporation included in the consolidation, so that 
the composition of oonsolidated net income and consolidated invested capital 
may be readily examined. 

8. Subsidiary corporations and other affiliated corporations whose net 
ineome and inverted capital are included in the return of a parent corpora- 
tion or • principal reporting corporation must fill in and file Form 1122 
with the cdleetor in whose district their principal office is located. 

PERIOD COVERED. 

9. The taxable year is the calendar year 1918 or (if the corporation 
makes its return for a fiscal period of 12 months ending on the last day 
of some month other than December) the fiscal pwiod ended in the 
calendar year 1918. 

10. A corporation desiring to change the period for which its return 
is made from a calendar year to a fiscal year or vice versa, or from one 
fiscal year to another, must give written notice to the collector of such 
dange and the reasons therefor at least 30 days before the due date of 
its return on the bans of its existing taxable year and at least 30 days 
before the due date of the return <m the basis of the proposed taxable 
year. (See Articles 26 and 431 of Regulations 45 and Section 226 of the 
revenoe aet of 1918.) 

IL A new form will be iasned for corporations filing returns for fiscal 
years ending in 1919. 

TIME AND PLACE FOR nUNC. 

12. Returns for the calendar year 1918 and for fiscal years ended in 
1918 Buat be sent to the collector of internal revenue for the district in 
which the corporation's principal place of buriness is located so as to 
reach the eollector's office on or before March 15, 1919, unless an extension 
of time has been granted. 



13. If it is not possible to file a completed return on this form or on 
Form 1122, as the ease may be, cm or before March 15, 1919, an extension 
of time may be obtained by filing, on or before Mardi 15, 1919, a tmUtive 
return and estimate of taxes assessable, in duplicate, on Form 1081 T, 
and remitting with such return at least one-fourth of the estimated taxes 
shown thereon. 

14. In case of neglect to file either a completed return or a tentative 
return within the prescribed time the collector is authorised to grant an 
extension of not more than 80 days, provided iueh neglect was due to 
absence or sickness, and provided an application for such extension is 
made in writing prior to the expiration of the period for which an 
extension may be granted. In meritorious cases the Commissioner is 
authorised to grant a further extension; but no such further extensi<m will 
be granted (except on account of absence or sickness), unless a tentative 
return has bem filed on Form 1031 T aud at least one-fourth of the esti- 
mated tax has been paid. (See Articles 442 to 444 of Regulatiraa 45.) 

SIGNATURES AND VERIFICATION. 

15. Returns must be sworn to by the president, vioe president, or other 
principal officer and by the treasurer or assistant treasurer of the cor- 
poration. The return of a foreign corporation having an agent in the 
United Stetes shall be sworn to by such agent If receivers, trustees 
in bankruptcy, or assignees are operating the property or business of 
the corporation, such receivers, trustees, or assignees shall execute the 
returns for such corporations, under oath. 

PAYMENT OF TAXES. 

16. The tax should be paid by sending or bringing with tht return 
a check or money order drawn to the order of "Collector of Internal 
Revenue at pnsert name of city and State]." 

17. Do not send cash through the mail or pay it in person except at 
the office «f the collector or a regularly established internal-revenue stamp 
Office. 

18. At least one-fourth of the tax is due at the same time that the 
return is due. 

19. Aa additional amount sufficient to bring the total payments up to 
one-half of the tax must be paid on or before June 15, 1919. 

20. An additional amount sufficient to bring the total payments up to 
three-fourths of the tax must be paid on or before September 15, 1919. 

21. The entire remainder of the tax must be paid on or before December 
15, 1919. 

22. If any payment is not made when due, the entire unpaid balance 
of tiie tax will become due 10 days after demand therefor by the collector. 

23. If you pay in cadi, do not fall to get a receipt at the time of pay- 
ment. If you pay by check or mon^ order, your canceled check or your 
money-order receipt will service as a rooeipt 

PENALTIES. 
UNDERSTATEMENT OF TAXES DUETTO NEGLIGENCE OR FRAUD. 

24. If taxes are understated through negligence on the part of the tax- 
payer and without attempt to defraud, there shall be added as part of 
the tax 5 per cent of the total amount of the deficien<7^ plus interest at 
the rate of 12 per cent per annum on the amount of the deficienqr of each 
installment from the time the installment was due. If an understatement 
is false or fraudulent with intent to evade the tax, there shall be added 
as part of the tax 50 per cent of the amount of the deficiency. 

for' FAILING TO PAY TAX WHEN DUE. 

25. If any tax remains unpaid after the date when it is due and for 10 
days after notice and demand by the collector there shall be added as 
part of the tax the sum of 5 per cent of the amount due but unpaid, plus 
interest at the rate of 12 per omt per annum on such amount from the 
time it became due. 

FOR FAIUNC TO MAKE RETURN ON TIME. 
20. A penalty of not more than $1,0(X) attaches for failure to ffie a re- 
turn or to pay the tax within the time required by law. If the failure is 
willful or an attempt is made to defeat or evade the tax, the penalty is 
$10,000 or imprisonment for not more than one year, or both, together 
with cost of prosecution. ^-em 
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I2i8 INCOME TAX PROCEDURE SUPPLEMENT 

Page 708 

Limitation of tax. — Tlie illustration on page 12 15 appears 
in Reg. No. 45, Articles 731 and 732. 

As stated on page 701, the policy of the Department is to 
apportion exemptions, deductions, etc. There is nothing in 
the foregoing illustrations to indicate that the limitation in 
the amount of tax as provided in Section 302 is correspond- 
ingly reduced when returns are made for part of the year, 
but it had been thought that such reduction would be required 
because otherwise a corporation which makes a return for 
part of a year would secure an advantage through the opera- 
tion of Section 302 to which it was believed the corporation 
was not entitled, if its earnings continued at the same rate 
for an entii^ year. However, the Treasury has decided to 
allow the full relief even though the return is for only part 
of a year. 

Page 709 

The amount of tax under the second bracket should be 
$45,500. 
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WAR AND EXCESS PROFITS TAXES 1227 

Page 710 
Part personal service corporation. — 

Computation of tax. — ^The limitation on the tax which 
is assessable against a corporation, part of whose income is 
from personal services is controlled by the following regu- 
lations : 

Allocation of net income to particular source. — 

Regulations. Whenever it is necessary to determine the por- 
tion of the net income derived from or attributable to a particular 
source, the corporation shall allocate to the gross income derived from 
such source, and to the gross income derived from each other source, 
the expenses, losses and other deductions properly appertaining 
thereto, and shall apply any general expenses, losses and deductions 
(which cannot properly be otherwise apportioned) ratably to the 
gross income from all sources. The gross income derived from a 
particular source, less the deductions properly appertaining thereto 
and less its proportion of any general deductions, shall be the net 
income derived from such source. The corporation shall submit 
with its return a statement fully explaining the manner in which 
such expenses, losses and deductions were allocated or distributed. 
(Reg. No. 45, Article 715.) 

Apportionment of invested capital and net income. — 

For the purpose of determining whether or not a corporation 
partly partaking of the nature of a personal service corporation is 
within the scope of Section 303 of the statute and also for the pur- 
pose of establishing the basis for the computation of the tax, the 
corporation shall apportion or allocate its invested capital between 
each trade or business or branch thereof as nearly as may be in 
accordance with the actual facts, and shall submit with its return 
an explanatory statement setting forth the manner in which the 
apportionment of the invested capital employed in the production 
of each part of its net income has been determined. There must be 
assigned to any personal service trade or business or branch thereof 
an amount of invested capital at least as great as that which would 
ordinarily be employed by a personal service corporation of similar 
size and standing for the payment of salaries and office expenses, 
maintenance of library and equipment, credit advances to clients, etc. 
(Reg. No. 45, Article 741.) 

Computation of tax upon net income. — 

(i) The tax upon the non-personal service part of the net in- 
come is computed upon the basis of (a) such part of the entire aver- 
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1228 INCOME TAX PROCEDURE SUPPLEMENT 

age net income for the pre-war period as was derived ffom the 
same trade or business or branch thereof; (b) such part of the entire 
average invested capital for the pre-war period as was employed in 
the production of the part of the net income for that period deter- 
mined under (a) ; (c) such part of the entire invested capital for the 
taxable year as has been employed in the production of the net in- 
come upon which the tax is being computed; and (d) the same pro- 
portion of the specific exemption and credits as the proportion which 
the part of the net income upon which the tax is being computed is 
of the entire net income. If the corporation was in existence during 
the prewar period, but did not conduct this trade or business or 
branch thereof during that period, the war profits credit shall be 
computed as provided in Section 311 (b) of the statute. 

(2) The tax upon the personal service part of the net income is 
the same percentage thereof as the tax computed under (i) is of the 
non-personal service part of the net income. The tax under this 
paragraph shall in no case be less than 20 per cent of the personal 
service part of the entire net income, unless the tax upon the entire 
net income if computed in the ordinary way would be less than 20 
per cent of such entire net income. In that event, and in any case 
in which the amount of the total tax as computed under this article 
is the same as or greater than the tax as computed in the ordinary 
way, the tax shall be computed under Section 301 of the statute. 
(Reg. No. 45, Article 742.) 
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1231 
Page 712 



Profits on sale of oil wells, etc. — The new regulations de- 
scribe the method of determining tax in the case of a sale by 
a discoverer. 

Regulation. In the case of a sale of mines, oil or gas wells, 
or any interest therein, as described in Article 13, the portion of the 
war profits and excess profits tax attributable to such a sale shall 
not exceed 20 per cent of the selling price. To determine the ap- 
plication of this provision to a particular case the corporation should 
compute the war profits and excess profits tax in the ordinary way 
upon its net income, including its net income from any such sale- 
The proportion of the total tax indicated by the ratio which the 
taxpayer's net income from the sale of the property, computed as 
prescribed in Article 715, bears to its total net income is the por- 
tion of the tax attributable to such sale, and if it exceeds 20 per cent 
of the selling price of the property such portion of the tax shall be 
reduced to that amount. (Reg. No. 45, Article 971.) 
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Page 714 
War profits credits. — The new regulations specify that 
when an asset which was not in existence during the pre-war 
year is included in computing invested capital for the taxable 
year, or when such an asset is valued on a different basis in 
the two periods, the calculation of the 10 per cent of the 
difference must be governed by the following article : 

Adjustment for asset differently valued in pre-war 

invested capital. 

Regulation. In any case in which as a result of a reorganiza- 
tion or for any other reason any asset in existence both during the 
taxable year and any pre-war year is included in computing the in- 
vested capital for the taxable year, but is not included in computing 
the invested capital for such pre-war year, or is valued on a different 
basis in computing the invested capital for the two years, the dif- 
ference resulting therefrom shall not be included in determining the 
difference 10 per cent of which is added to or deducted from the 
war profits credit under Section 311 (a-2). In any such case the 
corporation shall make the readjustment required by the statute, and 
shall submit with its return a full statement of the difference in such 
valuations and of the facts which give rise to such difference. (Reg. 
No. 45, Article 934.) 

CHAPTER XXXIII 

EXCESS AND WAR PROFITS TAXES 

INVESTED CAPITAL 

Page 718 

Affiliated corporations. — On pages 998 to 1004 the ac- 
counting procedure to be followed in the preparation of con- 
solidated balance sheets and income statements had been dis- 
cussed generally in connection with income tax practice. The 
new regulations cover the procedure which must be followed 
in arriving at the invested capital of affiliated corporations 
for the purposes of the excess profits tax. 

Intangible property paid in. — 

Regulation, (i) In respect of corporations whose aflSliation is 
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in the nature of parent and subsidiary companies: (a) in the case of 
intangible property bona fide paid in for stock or shares prior to 
March 3, 191 7, there may be included in invested capital an amount 
not exceeding the actual cash value of such property at the time paid 
in, or the par value of the stock or shares issued therefor, or in the 
aggregate 25 per cent of the par value of the total stock or shares 
of the consolidation outstanding on March 3, 191 7 (determined as 
indicated in items (a) and (c) in Article 864), or in the aggregate 
25 per cent of the par value of the total stock or shares shown on the 
consolidated balance sheet, being the amount of the capital stock 
included in items (a) and (c) in Article 864 at the beginning of the 
taxable year, whichever is lowest; and (b) in the case of intangible 
property bona fide paid in for stock or shares on or after March 3, 
191 7, there may be included in invested capital an amount not exceed- 
ing the actual cash value of such property at the time paid in, or the 
par value of the stock or shares issued therefor, or in the aggregate 
25 per cent of the par value of the total stock or shares shown by 
the consolidated balance sheet, being the amount of the capital stock 
included in items (a) and (c) in Article 864 outstanding at the begin- 
ning of the taxable year, whichever is lowest, (c) When intangible 
property has been acquired in part before and in part after March 3, 
191 7, the amounts shall be ascertained, respectively, under (a) and 
(b) above and in the aggregate shall in no case exceed 25 per cent 
of the par value of the total stock or shares outstanding at the begin- 
ning of the taxable year shown in the consolidated balance sheet, 
being the amount of the capital stock included in items (a) and (c) 
in Article 864. (For Article 864 see page 998.) 

(2) In respect of corporations affiliated by reason of ownership 
by the same interests, the limitations set forth in paragraphs (4) and 
(5) of subdivision, (a) of Section 326 of the statute shall be appHed 
to each corporation separately and the aggregate of the intangible 
property, so valued, shall be included in invested capital in the con- 
solidated return. In respect of each of the affiliated corporations 
the aggregate of the amounts ascertained under the provisions of 
paragraphs (4) and (5) shall in no case exceed 25 per cent of the 
outstanding capital stock of such corporation at the beginning of the 
taxable year. (Reg. No. 45, Article 865.) 

It should be noted that when intangible assets were ac- 
qyired before March 3, 191 7, the limitation of 25 per cent 
applies to the stock of the parent company in the hands of the 
public, plus the stock of affiliated corporations not owned 
by parent company at March 3, 191 7, or the limitation applies 
to the par value of the total stock shown on consolidated 
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balance vsheet at beginning of taxable years, whichever 
is lower. 

If intangible assets were acquired after March 3, 191 7, the 
limitation applies to the amount at the beginning of the tax- 
able year as above stated. If acquired in part before March 
3, 191 7, and part after that date, the amount admissible is 
determined under the two calculations, respectively. 

Inadmissible asspits. — 

Regulations. Where adjustment is required in respect of in- 
admissible assets in accordance with the provisions of subdivision 
(c) of Section 326 of the statute, such adjustment shall he made 
on the basis of the consolidated balance sheet with due regard to the 
adjustments and eliminations set forth in Articles 864 and 865 and to 
the provisions of Articles 815-818. (Reg. No. 45, Article 866.) 

Stock of subsidiary acquired for cash. — 

When all or substantially all of the stock of a subsidiary corpora- 
tion was acquired for cash, the cash so paid shall be the basis to be 
used in determining the value of the property acquired. (Reg. No. 
45, Article 867.) 

Stock of subsidiary acquired for stock. — 

When substantially all the stock of a subsidiary corporation was 
acquired with the stock of the parent corporation, the amount to 
be included in the consolidated invested capital in respect of the 
corporation acquired shall be the actual cash value of the stock of 
the subsidiary corporation at the date or dates acquired, measured 
by the cash value of its net assets at such date or dates (the cash 
value of tangible and intangible assets being separately determined), 
but limited to the par value of the stock of the parent corporation 
issued therefor, or if the stock of the parent corporation has no par 
value, then limited to the value of such non-par value stock ascer- 
tained in accordance with the provision? of Section 325 (b) of the 
statute. If in connection with such acquisition a paid-in surplus 
is claimed, such claim will be subject to the provisions of Article 837. 
(Reg. No. 45, Article 868.) 

Invested capital for pre-war period. — 

The invested capital of affiliated corporations for the pre-war 
period shall be computed on the same basis as the invested capital 
for the taxable year, except that where any one or more of the cor- 
porations included in the consolidation for the taxable year were in 
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existence during the pre-war period, but were not then afl&liated as 
herein defined, then the average consolidated invested capital for 
the pre-war period shall be the average invested capital of the affili- 
ated corporations plus the- average invested capital of the corpora- 
tions not affiliated during the pre-war period. Full recognition, how- 
ever, must be given to the provisions of Section 330 of the statute, 
particularly the last paragraph thereof, and of Articles 931-934. (Reg. 
No. 45, Article 869.) 

Page 721 
Valuation of intangible property. — The new regulations 
give the following directions for the determination of cash 
value of intangible property. 

Intangible property paid in. — 

Regulation . The actual cash value of intangible property paid 
in for stock or shares must be determined in the light of the facts in 
each case. Among the factors to be considered are (a) the earnings 
attributable to such intangible assets while in the hands of the pred- 
ecessor owner; (b) the earnings of the corporation attributable to 
the intangible assets after the date of their acquisition; (c) repre- 
sentative sales of the stock of the corporation at or about the date 
of the acquisition of the intangible assets; and (d) any cash offers 
for the purchase of the business, including the intangible property, 
at or about the time of its acquisition. A corporation claiming a 
value for intangible property paid in for stock or shares should file 
with its return a full statement of the facts relating to such valuation. 
(Reg. No. 45, Article 851.) 

Page 721 
Borrowed capital. — The following illustrations of bor- 
rowed capital are contained in the regulations. 

Securities. — 

Regulation. Any interest in a corporation represented by bonds, 
debentures or other securities, by wiiatever name called, including so- 
called preferred stock, if with respect to the payment of either inter- 
est or principal it ranks with or prior to the interest of the general 
creditors, is borrowed capital and cannot be included in computing 
invested capital. Any such preferred stock may, however, be so in- 
cluded if it is deferred with respect to the payment of both interest 
and principal to the interest of the general creditors. (Reg. No. 45, 
Article 812.) 
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The provision that so-called preferred stock must be ex- 
cluded from invested capital is limited to what in reality is a 
liability of a corporation. In reality the so-called preferred 
stock is a debt and not capital. 

Amounts left in business. — 

Regulations. Whether a given amount paid into or left in the 
business of a corporation constitutes borrowed capital or paid-in sur- 
plus is largely a question of fact. Thus, indebtedness to stockholders 
actually cancelled and left in the business would ordinarily constitute 
paid-in surplus, while amounts left in the business representing sal- 
aries of officers in excess of their actual withdrawals, or deposit 
accounts in favor of partners in a partnership succeeded by the cor- 
poration, will be considered paid-in surplus or borrowed capital ac- 
cording to the facts of the particular case. The general principle is 
that if interest is paid or is to be paid on any such amount, or if the 
stockholder's or officer's right to repayment of such amount ranks 
with or before that of the general creditors, the amount so left with 
the corporation must be considered as borrowed capital and be so 
treated in computing invested capital. (Reg. No. 44, Article 813.) 

Other illustrations. — 

Items such as deposits or amounts due to other banks shown in 
the balance sheet of a bank, unexpired subscriptions shown in the 
balance sheet of a publishing concern, etc., are deemed liabilities and 
cannot be included in computing invested capital. (Reg. No. 45, 
Article 814.) 

Page 721 

Intangible property which may or may not be fully in- 
cluded in invested capital. — Treasury stock should not be de- 
ducted in calculating limitation on intangible assets. Section 
326 (a-4) defines the 25 per cent limitation on the inclusion of 
intangible assets in invested capital. The basis of the calcu- 
lation is the outstanding capital stock at March 3, 191 7, or at 
the beginning of the taxable year. Ordinarily treasury stock 
is not outstanding stock as the term "outstanding" should 
refer only to the public, but the fact that a corporation at some 
date may have some of its own stock in its possession has no 
bearing on the valuation of goodwill, etc. The valuation of 
the latter is supposed to be based upon the original issue of 
stock. Treasury stock frequently costs more than par. In 
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many cases it costs nothing. These are factors in arriving 
at actual invested capital (Article 862, page 1257) but are not 
related except very indirectly to the valuation of intangible 
assets. Treasury stock should not be deducted when making 
the 25 per cent calculation. 

Page 721 
Admissible assets. — ^Amplifying but not changing the com- 
ments on page 721, Article 818 mentions as admissible assets, 
organization expenses and deferred charges against future 
income. 

Page 722 

Inadmissible assets. — It was proposed that banks, bankers, 
et al., might if they so elected include all income from in- 
admissible assets and thereby make all assets ^'admissible.'' 
This provision, however, was stricken out before the 19 18 bill 
became a law. The following regulation makes it plain that 
such a method cannot be adopted. 

Regulation. Stocks, bonds and other obligations (other than 
obligations of the United States), the dividends or interest from 
which are not required to be included in computing net income, are 
inadmissible assets even though no such dividends or interest have 
been actually paid or received during the taxable year. The failure 
to pay or to receive dividends or interest does not change the status 
of such securities as inadmissible assets. A corporation cannot by 
including the income from inadmissible assets as taxable income 
create the right to have such assets considered admissible assets. 
(Reg. No. 45, Article 815.) 

When a corporation owns stock of another corporation 
the amount so invested must be deducted from invested cap- 
ital, even though no dividends were received during the year. 
This rule is equitable, otherwise the amount invested in cor- 
porate stocks would serve to increase the excess or war profits 
credit applicable to the computation of the tax on income 
from other sources. 

Page 722 

Stocks and bonds of foreign corporation. — The stocks and 
bonds of a foreign corporation which has no income within 



Digitized by VjOOQIC 



I240 INCOME TAX PROCEDURE SUPPLEMENT 

the United States are admissible assets because the net income 
received from such source would be taxable. 

When a holding company owns the control of the stock 
of foreign corporations and the accounts of the foreign cor- 
poration cannot be included in consolidated statements, the 
investment by the holding company in stocks of the foreign 
corporation may be included as invested capital. This rule, 
of course, is subject to modification if part of the earnings 
of the foreign corporation are derived from sources within 
the United States, in which case part of the investment in the 
stocks of the foreign corporation would be admissible and part 
inadmissible. 

Page 722 

When inadmissible assets are deemed to be '"admissible." 
— Section 325 (a) provides that where the income derived 
from inadmissible assets "consists in part of gain or profit 
derived from the sale or other disposition thereof, or where 
all or part of the interest derived from such assets is in effect 
included in the net income because of the limitation on the 
deduction of interest under paragraph (2) of subdivision 
(a) of section 234, a corresponding part of the capital in- 
vested in such assets shall not be deemed to be inadmissible 
assets.'' 

The foregoing provision in effect makes admissible as- 
sets out of inadmissible assets under two conditions : 

(a) When gains have been derived from the sale of 

stocks or tax-exempt bonds. 

(b) When interest has been paid on money borrowed 

in respect of tax-exempt bonds. 
It will be noted that after the calculation is made and the 
balance sheet items are correspondingly adjusted, in subse- 
quent calculations wherein inadmissible assets are a factor, 
any part of what were previously "inadmissible'' (but which 
under Section 325 (a) are deemed to be "admissible" assets) 
rank as admissible assets. 
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Section 326 (c) requires that invested capital be reduced 
by "the percentage which the amount of inadmissible assets 
is of the amount of admissible afid inadmissible assets held 
during the taxable year." Any assets which under Section 
325 (a) have been determined to be admissible continue to 
rank as admissible assets under Section 326 (c). 

It will be helpful, in dealing with Sections 325 and 326, 
to remember that Section 325 defines all of the various classes 
of assets and property, whereas Section 326 defines invested 
capital. 

In other words Section 325 governs the final determina- 
tion of admissible and inadmissible assets, and Section 326 
deals only with the items previously defined as related to in- 
vested capital. 

Page 724 

When inadmissible assets are deemed to be admissible, 
because gains have been derived from the sale thereof. — ^The 
reason for deducting inadmissible assets from invested capital 
is that income derived from the use of the capital so invested 
is not taxable, ^^^hen gains have been realized from the sale 
of stocks or tax-exempt bonds it would be inequitable to 
impose an excess profits tax on such gains unless the capital 
invested therein were included as invested capital. Section 
325 (a) purports to remedy the inequality by treating as ad- 
missible assets an amount of otherwise inadmissible assets 
equal to "a corresponding part of the capital invested in such 
assets.'' 

Article 817, Reg. No. 45, contains the following illus- 
tration of the foregoing: 

Municipal bonds carried on books at $100,000 

Interest received therefrom 2,000 

Profit on bonds sold for $103,000 3,ooo 

Except for the provisions of Section 325 (a), the entire 
$100,000 (if there were no borrowed money) would be ex- 
cluded from invested capital and the $2,000 interest received 
would be excluded from taxable income, but the profit of 
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$3,CXK) would be taxable without the benefit of any excess or 
war profits credit (there being no capital invested in the bonds 
upon which to base the credit). The illustration in the regula- 
tions applies the term "a corresponding part of the capital 
invested in such assets" as follows : 

Interest received $2,000 

Profit on sale 3,000 

Total $5,000 



The ratio of profit to total interest and profit is 3/5 or 60 
per cent, therefore it is assumed that 60 per cent of $100,000, 
viz., $60,000, is not to be deemed to be an inadmissible asset. 
This leaves in invested capital $60,000 as the base upon which 
the excess and war profits tax is imposed. As the profit is 
less than the minimum credit of 8 per cent (excess profits 
tax) or 10 per cent (war profits tax) the profit is subject 
only to the income tax. As the relative profit in this case 
could be considerably larger before any excess profits tax 
would be imposed, the rule appears to be equitable. 

When no income has been derived from the otherwise in- 
admissible asset, the entire amount invested therein is deemed 
to be inadmissible which is entirely equitable. 

When inadmissible assets need not be deducted from in- 
vested capital because interest paid to carry inadmissible as- 
sets is not an allowable expense (Section 325 (a). — The reason 
for deducting assets from invested capital is that the income 
arising from the use of the capital so invested is not taxable. 
When interest paid to carry the tax-exempt securities is not 
allowed as deductible expense, the effect is exactly the same 
as if an amount of non-taxable income, equal to the amount 
of interest paid, were taxed. Section 325 (a) purports to 
remedy the inequality which would result from the taxation 
of tax-exempt income and permits the taxpayer to treat as 
admissible assets an amount of otherwise ^'inadmissible*' as- 
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sets, equal to "a corresponding part of the capital invested 
in such assets." 

The section is not at all clear, and can hardly be under- 
stood, except by the use of several illustrations. 

The first two illustrations indicate the justice of the rule 
which excludes inadmissble assets from invested capital when 
there is no borrowed money (and consequently no interest 
paid) and no gains from sales. 

I. Assets (all admissible) $500,000 

Capital 500,000 

Net income $50,000 

Excess profits credit 8 per cent $40,000 

Specific exemption 3,000 43,000 

Net income to be taxed $7,000 

30 per cent tax. * $2,100 

II. Assets : 

Admissible $500,000 

Municipal bonds 300,000 $800,000 

Capital 800,000 

General income, net $50,000 taxable 

Interest on bonds 15,000 exempt 

• Total income per books $65,000 

As there are no gains and no interest paid, the classifica- 
tion needs no adjustment under Section 325. 

Under Section 326 (c) there must be deducted the per- 
centage which the amount of the inadmissible assets is of the 
amount of admissible and inadmissible assets, viz., ^ or 37^/^ 
per cent of $8oo,ooo=$300,ooo, leaving as allowable invested 
capital $500,000. The exclusion of the bonds from the in- 
vested capital and the interest from the total income leaves the 
amount of excess profits tax the same as in illustration I, viz., 
$2,100. 
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The next example illustrates a fairly common practice.' 
The corporation in illustration I buys $300,000 of municipal 
bonds, borrows $300,000 on same, receives $15,000 interest 
thereon and pays $15,000 interest on the loan. 

HI. Assets: 

Admissible $500,000 

Municipal bonds 300,000 

$800,000 

Capital $500,000 

Note payable 300,000 

800,000 

General income, net $50,000 

Interest on bonds 15,000 exempt 

$65,000 
Interest paid 15,000 not deductible 

Net income per books $50,000 

Taxable income $50,000 

Under the general provisions of the law inadmissible as- 
sets must be deducted from invested capital and borrowed 
money cannot be included in invested capital, and assuming 
that in the foregoing case the relief provided under Section 
325 (a) did not apply municipal bonds ($300,000) would be 
deducted from invested capital ($500,000) which would be 
reduced to $200,000, except for Section 326 (c) which pro- 
vides that the deduction shall be the percentage which the in- 
admissible assets are of the amount of admissible and inad- 
missible assets. 

Capital, per illustration III $500,000 

The inadmissible assets are }i or 37^4% of the total assets, 

hence the capital is to be reduced by that percentage or 187,500 

Net invested capital $312,500 

*The margin of collateral usually required is ignored as it has no 
bearing on this illustration. 
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Taxable profit $50,000 

War profits credit:^ 

10 per cent $31,250 

Specific exemption 3,ooo 

34,250 



Income to be taxed $i5,750 

80 per cent $12,600 

Tax under illustration 1 2,100 



Additional tax $10,500 



It will be seen that the effect of eliminating Section 325 
is to increase the tax by $10,500, although the taxpayer has 
not increased his net income at alL It would be ridiculous to 
impose an extra tax of $10,500 solely on the purchase of 
$300,000 municipal bonds, the gross income from which was 
$15,000. It is obvious that the inhibition against the deduc- 
tion of the interest paid nullifies the "tax-exempt" interest on 
the municipal bonds, which alone is the reason for deducting 
the investment in municipal bonds from the invested capital. 
If the income from the* bonds is in effect taxed, the investment 
in the bonds, under Section 325 (a), "shall not be deemed to 
be inadmissible." 

Taken by themselves the words "a corresponding part of 
the capital invested in such assets" are ambiguous, but in the 
light of the foregoing illustration the meaning is .quite plain. 
The "corresponding part" must relate to the income which 
should be exempt from taxation but which in effect is not 
tax-exempt. In this case the entire interest received is in 
effect made taxable. Therefore under Section 325 (a) the 
"corresponding part of the capital invested ip such assets" 
is $300,000 which thus becomes an admissible asset. There- 
fore, there are no inadmissible assets to be deducted from 
the invested capital and Section 326 (c) has no bearing on 
the computation of the tax. 



*As the war profits tax applies the excess profits computation is omitted. 
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The taxpayer pays the same tax as under illustration I, 
which is equitable because his book net income and taxable 
net income are the same. 

It has been claimed (not by the author) that Section 325 
(a) should apply only when the interest paid exceeds the in- 
terest received and then only in the ratio which the excess 
interest paid bears to the interest received. An illustration 
will show that such could not have been the intention of the 
law. 

IV. Assets: 

Admissible $500,000 

Municipal bonds 300,000 

$800,000 

Capital 7 $500,000 

Note payable 300,000 

800,000 

General income, net $50,000 

Interest on bonds 12,000 exempt 

$62,000 
Interest paid 15,000 not deductible 

Net income per books $47,000 

Taxable income per books $50,000 



Section 325 (a) reads in part that when "interest derived 
from such assets is in effect included in the net income because 
of the limitation on the deduction of interest .... a corre- 
sponding part of the capital invested in such assets shall not 
be deemed to be inadmissible." The excess of interest paid 
above interest received is $3,000. The ratio of $3,000 to 
$12,000 (interest received) is 25 per cent. The ratio of 
$3,000 to $15,000 (interest paid) is 20 per cent. Using the 
latter percentage and applying it to the capital invested in such 
assets, the amount which would not be deemed to be inad- 
missible would be : 
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20 per cent of (total bonds) $300,000 

or 60,000 

Leaving as inadmissible $240,000 

Admissible assets $500,000 

Deemed to be admissible 60,000 

560,000 

Total assets . . , $800,000 

Invested capital $500,000 

Deduction under Section 326 (c) :. 

240/800 of $500,000 150,000 

Net invested capital $350,000 ^ 

Taxable income ? $50,000 

War profits credit: 

10 per cent $35,ooo 

Specific exemption 3,000 

38,000 

Income to be taxed $12,000 

80 per cent $9,600 

Under illustration III, book net income. $50,000 

War profits tax 12,600 

Balance $37>40o 

Under illustration IV, book net income $47,000 

War profits tax 9,600 

Balance $37,400 

It will be noted that the taxpayer is precisely in the same 
net position as when the interest received and interest paid 
were the same. 

If the ratio of the excess of interest paid to interest re- 
ceived (25 per cent) were taken the taxpayer would be better 
off, net, to the extent of $750, but there is no logical basis 
for considering either the 20 per cent or the 25 per cent ratio. 
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In either case the penaUy for holding municipal bonds would 
be so excessive as to make it evident that there was no such 
intention on the part of the framers of the law. 

The rule which must be deduced from Section 325 (a), 
as related to interest paid, is that the percentage of interest 
paid to interest received is the basis upon which the propor- 
tion of inadmissible assets to be deemed to be admissible, must 
be calculated. If the interest paid is as great or greater than 
the interest received, the entire amount of inadmissible assets 
must not be deemed to be inadmissible. 

V. Assets: 

Admissible $500,000 

Municipal bonds 300,000 

• $800,000 

Capital $700,000 

Note payable 100,000 

800,000 

General income, net $50,000 

Interest on bonds 15,000 exempt 

$65,000 
Interest paid 5,ooo not deductible 

Net income per books $60,000 

Taxable income $50,000 

In this case the ratio of interest paid to interest received is 
33 1/3 PCJ" cent. In effect 1/3 of the "tax-exempt*' interest is 
taxed by reason of the non-deductibility of the interest paid. 
Bonds : 

Not deemed to be admissible $300,000 

33 1/3 pet 100,000 

Deemed to be inadmissible $200,000 

Admissible $500,000 

Add 100,000 

600,000 



Total assets $800,000 
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Invested Capital $700,000 

Deduction under Sec. 326 (c) 2/8 of $700,000 175,000 

Net Invested Capital $525,000 

Excess Profits Credit : 

8% of, $525,000 $42,000 

Specific 3,000 

$45,000 

Taxable Income 50,000 

Subject to tax at 30% : $5,000 

Tax payable (30% of $5,000) $1,500 



VI. There is some foundation in equity for the argument 
that when the interest paid exceeds the interest received the 
taxpayer is entitled to add to invested capital an amount suffi- 
cient to offset the penalty which results from the inability to 
deduct all interest paid. But Section 325 (a) in referring to 
inadmissible assets extends relief only to the extent that "a 
corresponding part of the capital invested in such assets shall 
not be deemed to be inadmissible assets." It would hardly 
be possible to interpret this to mean that the amount not 
deemed to be inadmissible should be greater than the total 
of the inadmissible assets, which would result in the invested 
capital being in excess of the total assets. Nevertheless the 
tax computed in this manner might be fair. 

Assuming that no greater amount of inadmissible assets 
may be deemed not to be inadmissible than the total amount 
borrowed upon (even though the interest paid exceeds the 
interest received), it is important that when possible the 
collateral used be sufficient to yield an aggregate income 
equal to the amount of interest on the loan. Otherwise the 
amount of inadmissible bonds not deemed to be inadmissible 
will not be sufficient to offset the penalty suffered by the 
limitation on the interest deduction. 
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Referring to illustration IV : 

The excess profits tax would be $2,100 

Net income as per books 47,ooo 

Balance $44>900 



That is to say, the taxpayer receives no relief whatever in 
respect of the interest paid in excess of the interest received. 
If he were permitted to consider that the corresponding 
part of the assets invested in inadmissible assets related to the 
income which in effect was taxed when it should not be taxed, 
the calculation would be as follows: 

Interest paid $15,000 

Interest received 12,000 

Ratio of assets not to be deemed to be inadmissible, 15/12: . 

15/12 of $300,000 = $375*000 

Bonds 300,000 

To be added to invested capital $75,ooo 

Capital 500,000 

Total invested capital $575,ooo 

Taxable income $50,000 

Excess profits credit 8 per cent $46,000 

Specific exemption 3,000 

49,000 

To be taxed $1,000 

30 per cent 300 

Net income per books 47,ooo 

Excess profits tax 300 

Balance $46,700 

Balance as computed on page 1 149 . . 44,900 

Difference $1,800 

The saving is too great. The most the taxpayer would be en- 
titled to would be 30 per cent of the interest not deductible 
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($3,000), or $900. The saving is greater than $900 because 
the increased invested capital operates to reduce the tax im- 
posed upon the $50,000 of income from general sources. 

The 8 per cent credit on $75,000 = $6,000 

The rate of income received on the bonds is 4 per cent 

of $75,000 = 3,000 

Excessive credit $3,000 

on which a tax of 30 per cent should be imposed, or $900, 
which in turn represents the insufficient amount of tax if cal- 
culated upon the theory that more than 100 per cent of the 
inadmissible assets should be restored. 

When profits are derived from sale of inadmissible assets, 
and when interest is paid on money borrowed to carry inad- 
missible assets. — 

BALANCE SHEET AT END OF YEAR 
VII. Assets : 

Admissible $500,000.00 

Municipal bonds be- 
ginning of year , .$300,000.00 
Sold December 31 . . 200,000.00 100,000.00 

$600,000.00 

Capital $500,000.00 

Note payable 100,000.00 

600,000.00 

General income, net $50,000.00 taxable 

Interest on bonds 15,000.00 exempt 

Gain on sale of bonds 5,000.00 taxable 

$70,000.00 
Interest paid on average borrowings 
during year, $150,000 at 5 per 
cent 7,500.00 not deductible 

Net income per books $62,500.00 

Taxable income $55,000.00 
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Inadmissible assets not to be deemed to be inadmissible. — 

By reason of profit on sale : 

Interest received on bonds sold $10,000.00 

Gain received on bonds sold 5,000.00 

$15,000.00 

Bonds sold $200,000.00 

5/15 of $200,000 $66,666.00 

By reason of interest paid: 

Interest received on bonds as col- 
lateral, $200,000 at 5 per cent. . 10,000.00 

Interest paid on loans 7,500.00 

Ratio of interest paid to interest received 75 per cent. 

75 per cent of $200,000 150,000.00 

Total not to be deemed to he 

inadmissible $216,666.00 

Average of inadmissible assets for year\ $300,000.00 

Npt to be deemed to be inadmissible 216,666.00 

Inadmissible $83,334.00 

Admissible $500,000.00 

Add 216,666.00 

716,666.00 

Total assets $800,000.00 

Capital $500,000.00 

Deduction under Section 326 (c), 
83,334/800,000 of $500,000 52,084.00 

Net invested capital $447,916.00 

Taxable income $55,000.00 

War profits credit: 

10 per cent $44,791.60 

Specific exemption 3,000.00 

47,791.60 

Subject to tax $7,208.40 

Tax 80 per cent $$,^66,^2 

*Bonds sold December 31. Calculation for one day omitted. 
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Interest restriction applies only to bonds. — In connection 
with the foregoing illusfrations it will be noted that when 
money is borrowed to buy or carry corporate stocks 4he in- 
terest paid in respect thereof is an allowable deduction [Sec- 
tion 234 (a-2)], hence the provision in Section 325 (a) 
whereby inadmissible assets may be deemed not to be inad- 
missible applies to gains from the sale of corporate stocks 
but does not apply to interest paid in respect thereof. 

Page 725 
Changes in invested capital. — When changes occur in in- 
vested capital during the taxable year, either because oi a 
change in the proportion of admissible and inadmissible as- 
sets or when the capital is increased or diminished, invested 
capital during the year must be averaged. In certain cases 
the calculation may be made by adding the amounts of capital 
at the beginning and end of the year and dividing by two but 
in other cases the calculation must be based on the dates of 
each change. The following regulations cover the procedure. 

Percentage of inadmissible assets. — 

Regulations. For the purpose of ascertaining the deductible 
percentage the amount of inadmissible assets held during the year 
may ordinarily be determined by dividing by two the sum of the 
amount of such assets held at the beginning of the year and the 
amount held at the end of the year. The total amount of admissible 
and inadmissible assets held during the year may ordinarily be deter- 
mined by dividing by two the sum of the amount of such assets held 
at the beginning of the year and the amount at the end of the year. 
If at any time a substantial change has taken place either in the 
amount of inadmissible assets or in the total amount of admissible 
and inadmissible assets, the effect of such change shall be averaged 
exactly from the date on which it occurred. In any case where the 
Commissioner finds that either amount determined as above provided 
does not substantially reflect the average situation throughout the 
year, and that the amount of each kind of assets held on a given day 
of each month throughout the year or at more frequent regular inter- 
vals can be determined, the amount of inadmissible assets and the 
amount of both kinds of assets held during the year shall be deter- 
mined by averaging the amounts held at such several times. In mak- 
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ing the compulations under this article the valuation at which each 
asset is carried shall be adjusted in accordance with the provisions 
of the statute and of the regulations relating to the valuation of 
assets for the purpose of computing invested capital. It is imma- 
terial whether such assets were acquired out of invested capital or 
out of profits earned during the year or borrowed capital. (Reg. No. 
45, Article 852.) 

Changes in invested capital during year. — 

The invested capital as of the beginning of any period of one 
year or less should be adjusted by an appropriate addition or deduc- 
tion for each change in invested capital during the period. The 
amount so added or deducted in each case is the amount of the change 
averaged for the time remaining in the period during which it is in 
cflFect The fraction used in finding such average is the number of 
days remaining in the period (including the day on which the change 

occurs) over the number of days in the period (Reg. No. 45, 

Article 853.) 

Page 725 
Inadmissible assets purchased out of. current earnings. — 
In Article 852 as above it is stated that in arriving at the per- 
centage of inadmissible assets to be deducted, the amount held 
during the year must be taken into consideration. The article 
also states that it is immaterial if such assets were purchased 
out of profits earned during the year. 

A corporation at the beginning of the year may have held 
no inadmissible assets. At the middle of the year out of funds 
readily identified as arising out of current profits it purchased 
corporate stocks. No dividends thereon were received up to 
the end of the year. If the amount invested in the stocks is 
averaged with other assets there will be deducted from invested 
capital at the beginning of the year a percentage thereof. 

The tax on the income from other sources depends on the 
credit of 8 or 10 per cent. If the invested capital is decreased 
because of the purchase of corporate stocks, the tax will be in- 
creased. This result is not equitable. The law does not con- 
template that current earnings shall be taken into considera- 
tion during the year by adding such earnings to invested capi- 
tal. If inadmissible assets purchased during the year out of 
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current earnings must be averaged, it would in effect result in 
the dediiction of current earnings from invested capital at the 
beginning of the year. Therefore, when inadmissible assets 
can be identified as having been purchased out of current earn- 
ings, the amount invested therein should be omitted from the 
computation of deductions from invested capital. This rule 
applies whether or not income is received therefrom. 

Stock of Federal Reserve bank is an inadmissible asset. — 
As dividends from the stock of a Federal Reserve bank are 
not subject to the excess profits tax, the capital invested in such 
stock is an inadmissible asset. As stated on page 725, there 
is only one exception to the rule that all assets the income from 
which is tax-exempt are inadmissible. That exception is United 
States obligations. Stock of a Federal Reserve bank is not an 
obligation of the United States. 

Page 728 

Treasury stock. — The new regulations are in agreement 
with the text as to the necessity for excluding treasury stock, 
except when stock is purchased during the taxable year out 
of undivided profits of the year. 

Purchase of stock. — 

Regulation. Where a corporation either directly or indirectly, 
as for example through a trustee, has prior to the taxable year 
bought its own stock, either for the purpose of retirement or of hold- 
ing it in the treasury or for other purposes, the entire cost of such 
stock must be deducted from the aggregate invested capital as of 
the beginning of the taxable year, if such deduction has not already 
been made. Where such stock is purchased during the taxable year 
a deduction from the invested capital as" of the beginning of the 
taxable year and effective from the date of such purchase is required 
only to the extent that such stock has not been purchased out of the 
undivided profits of the taxable year. The full amount derived in 
cash or its equivalent from the resale of such stock may be included 
in the invested capital from the date of such resale. (Reg. No. 45, 
Article 862.) 

The foregoing provision as to the treatment of treasury 
stock purchased out of current earnings merely applies the 
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general rule. An increase in the bank account which may 
arise out of uninvested current earnings would not add any- 
thing to the invested capital. Consequently no exchange of 
cash for any other kind of an asset would affect invested 
capital during the year. (See page 730. ) 

Page 728 
Bonus stock. — Article 832, Reg. No. 45, is as follows : 

Regulation. Capital stock issued as a bonus in connection with 
the sale of a corporation's bonds may not be included in invested cap- 
ital unless the corporation proves to the satisfaction of the Commis- 
sioner that such stock bonus enabled the corporation to secure a 
higher price for the bonds than it could otherwise have secured. 
Wherever this fact is established such stock shall be included in 
computing invested capital to the extent of the difference between the 
selling price of the bonds and the price at which they could have been 
sold if issued without such stock bonus. The excess, of the face value 
of such bonds over the price at which they cotdd have been sold 
if issued without the stock bonus is deemed discount and is subject 
to amortization. (Reg. No. 45, Article 832.) 

The foregoing regulation is not entirely clear. There 
cannot be any such thing as bohus stock in most states unless 
it has first been issued full paid for property. It would there- 
fore seem that the discussion in this book and in the regula- 
tions regarding the valuation of assets and the limitations on 
intangible property would cover any possible cases in which 
bonus stock might be involved. It may be assumed that the 
regulation merely points out the method of arriving at the 
cash value of the property which appears on the books as an 
offset to the bonus stock. If, however, the property has been 
otherwise valued on ite merits or if all or part of it has been 
excluded because of its intangible nature, the computation in- 
volved in the foregoing article is rather difficult. 

Page 730 

Surplus arising from revaluations^ — property taken for 
debt.— 

Regulation. Real or personal property taken by a corporation 
in payment or satisfaction of a debt cannot be included as an admis- 
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sible asset or reflected in the surplus account at an amount in excess of 
either (a) its actual value as of the beginning of the taxable year 
or (b) the amount of the debt in payment of which it was ta^en. 
(Reg. No. 45, Article 847.) 

The foregoing regulation merely confirms the general 
rule that appreciation cannot be included in invested capital. 
If the value of the property taken over is in excess of its 
cost and its value is written up, the current profit and loss 
account must be credited in order that the increased value will 
be reflected in invested capital commencing with the beginning 
of the succeeding year. 

Page 731 

Paid-in surplus. — ^The new regulations give details regard- 
ing evidence to be submitted in substantiation of a claim for 
paid-in surplus. 

Tangible property paid in: value in excess of par 

value of stock. 

Regulations. Evidence offered to support a claim for a paid-in 
surplus must be as of the date of the payment, and may consist 
among other things of (a) an appraisal of the property by disinter- 
ested authorities made on or about the date of the transaction; (b) 
certification of the assessed value in the case of real estate; and (c) 
proof of a market price in excess of the par value of the stock or 
shares. The additional value allowed in any case is confined to the 
value definitely known or accurately ascertainable at the time of the 
payment. No claim will be allowed for a paid-in surplus in a case 
in which the additional value has been developed or ascertained sub- 
sequently to the date on which the property was paid in to the cor- 
poration, or in respect of property which the stockholders or their 
agents on or shortly before the date of such payment acquired at a 
bargain price, as for instance, at a receiver's sale. Generally, allow- 
able claims under this article will arise out of transactions in which 
there has been no substantial change of beneficial interest in the 
property paid in to the corporation, and in all cases the proof of 
value must be clear and explicit. (Reg. No. 45, Article 836.) 

Surplus and undivided profits. — 

Where it is shown by evidence satisfactory to the Commissioner 
that tangible property has been paid in by a stockholder to a corpora- 
tion as a gift or at a value definitely known or accurately ascertain- 
able as of the date of such pa3rment clearly and substantially in excess 
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of the cash or other consideration paid by the corporation therefor, 
then the amount of the excess shall be deemed to be paid-in surplus. 
Substantially the same kind of evidence will be required under this 
article as under Article 836. (Reg. No. 45, Article 837.) 

Page 733 
Increase in capital through dividends. — 

Surplus and undivided profits: current profits. — 

Regulation. Profits earned during any year cannot be included 
in the computation of invested capital for that year, even though 
during the year such profits are set up as surplus on the books or 
assumed to be distributed in the form of stock dividends. If a divi- 
dend is declared and paid during any year out of the profits of that 
year and the stockholders pay back into the corporation all or a sub- 
stantial part of the amount of such dividends, the amount so paid 
back cannot be included in the computation of invested capital unless 
the corporation shows by evidence satisfactory to the Commissioner 
that the dividends were paid in good faith and without any under- 
standing, express or implied, that they were to be paid back. (Reg. 
No. 45, Article 850.) 

Decrease in capital through dividends. — The new regula- 
tions provide that a dividend paid after the expiration of the 
first 60 days of the taxable year reduces invested capital as 
of the first of the year to the extent, if any, which the earn- 
ings for the year are insufficient to pay the dividend. If pay- 
ments had been made to stockholders in anticipation of the 
dividend the payments reduce invested capital in the same 
manner as a dividend would operate to reduce invested capital. 

Effect of ordinary dividends. — 

Regulation. A dividend other than a stock dividend affects the 
computation of invested capital from the date when the dividend is 
payable and not from the date when it is declared, except that where 
no date is set for its payment the date when declared will be consid- 
ered also the date when payable. For the purpose of computing in- 
vested capital a dividend paid after the expiration of the first sixty 
days of the taxable year will be deemed to be paid out of the net 
income of the taxable year to the extent of the net income available 
for such purpose on the date when it is payable. The surplus and 
undivided profits as of the beginning of the taxable year will be re- 
duced as of the date when the dividend is payable by the entire 
amount of any dividend paid during the first sixty dajrs of the taxable 
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year and by the amount of any other dividend in excess of the cur- 
rent net income available for its payment. From the date when the 
dividend is payable the amount which the several stockholders are 
entitled to receive will be treated as if actually paid to them, whether 
or not it is so paid in fact, and the surplus and undivided profits, either 
of the taxable year or of the preceding years, will in accordance with 
the foregoing provisions be deemed to be reduced as of that date by 
the full amount of the dividend. Amounts paid to stockholders in 
anticipation of dividends, or amounts withdrawn by stockholders in 
excess of dividends declared, will in computing invested capital have 
the same effect as if actually paid as dividends. (Reg. No. 45, Arti- 
cle 858.) 

Page 734 
Method of determining income available for dividends. — 

Article 857 of Reg. No. 45, provides that net income of a 
taxable year will be deemed to be allocated (a) to federal 
taxes, (b) to dividends paid after the expiration of the first 
sixty days. In the event that dividends are in excess of the 
net income after allowing for federal taxes and if the payment 
of such dividends decreases the invested capital at the be- 
ginning of the year, then the net earnings for the year would 
be affected, because the amount of invested capital would be 
reduced, federal taxes would be increased and the amount 
available for dividends would be decreased. This calculation 
would require the use of a formula somewhat on the order 
of the one on page 1079. 

Page 735 

Reserves for depreciation and depletion. — It has been 
assumed by the author that reserves for depreciation should 
not be considered as such in connection with a computation 
of invested capital because when a reserve for depreciation and 
depletion is correct, it is in fact deductible from the asset ac- 
counts. When the reserves are correct but when amounts 
added thereto in previous years were not allowed as deprecia- 
tion by the Department, the procedure is the same as that indi- 
cated for bad debts on page 735. When excessive deprecia- 
tion has been charged off and plant accounts are readjusted, 
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the credit arising out of such restoration belongs in surplus 
account and not in depreciation reserves. 

When the reserve for depreciation or depletion includes 
any restoration of appreciation set up as of March i, 1913, 
the amount should be transferred to earned surplus. The fol- 
lowing regulations bear out the comments of the author. 

Regulations. If any reserves for depreciation or for depletion 
are included in the surplus account it should be analyzed so as to 
separate such reserves and leave only real surplus. Reserves for 
depreciation or depletion cannot be included in the computation of in- 
vested capital, except to the following extent: 

(i) Excessive depletion or depreciation included therein and 
which if charged off could be restored under Article 840 may be in- 
cluded in the computation of invested capital; and 

(2) Where depreciation or depletion is computed on the value as 
.of March i, 1913, or as of any subsequent date, the proportion of 
depreciation or depletion representing the realization of apprecia- 
tion of value at March i, 19 13, or such subsequent date, may if un- 
distributed and used or employed in the business be treated as sur- 
plus and included in the computation of invested capital 

For the purpose of computing invested capital depreciation or 
depletion computed on the value as of March i, 1913, or as of any 
subsequent date shall, if such value exceeded cost, be deemed a pro 
rata realization of cost and appreciation and be apportioned accord- 
ingly. Except as above provided value appreciation (even though 
evidenced by an appraisal) which has not been actually realized and 
reported as income for the purpose of the income tax cannot be in- 
cluded in the computation of invested capital, and if already reflected 
in the surplus account it must be deducted therefrom. (Reg. No. 45, 
Article 844.) 

Allowance for depletion and depreciation. — 

Depletion, like depreciation, must be recognized in all cases in 
which it occurs. Depletion attaches to each unit of mineral or other 
property removed, and the denial of a deduction in computing net 
income under the act of August 5, 1909, or the limitation upon the 
amount of the deduction allowed under the act of October 3, 1913, 
does not relieve the corporation of its obligation to make proper 
provision for depletion of its property in computing its surplus and 
undivided profits. Adjustments in respect of depreciation or deple- 
tion in prior years will be made or permitted only upon the basis of 
affirmative evidence that as at the beginning of the taxable year 
the amount of depreciation or depletion written off in prior years 
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was insufficient or excessive, as the case may be. Where deductions 
for depreciation or depletion have either. on the books of the cor- 
poration or in its returns of net income been included in the past 
in expense or other accounts, rather than specifically as deprecia- 
tion or depletion, or where capital expenditures have been charged 
to expense in lieu of depreciation or depletion, a statement indicating 
the extent to which this practice has been carried should accompany 
the return. (Reg. No. 45, Article 839.) 

Page 7a6 

Reserve for taxes. — Article 845, Reg. No. 45, confirms 
T. D. 2791, February 17, 1919. It should be noted that in- 
vested capital as of the beginning of the year is reduced not 
on the date or dates when taxes are paid but on the date or 
dates when taxes are payable. Therefore no matter when 
the taxes for the taxable year 19 18 are paid, invested capital 
will also be reduced on the dates when the several instalments 
become due and payable. 

It has been contended that the foregoing rule is inequi- 
table. As a matter of fact if any change is made therein in 
all probability it will be held that as of the end of the taxable 
year the full amount of taxes payable becomes a liability and 
as such reduces the invested capital as of the beginning of 
the succeeding taxable year. 

Page 740 
Invested capital — restoration of excessive depreciation. — 

As stated on page 750, plant accounts may be adjusted when 
excessive depreciation has been written off. The following 
rules must be observed : 

Surplus and undivided profits : additions to surplus 

ACCOUNT. — 

Regulation. A corporation's books of accounts will be presumed 
to show the facts. If it claims that its capital or surplus account is 
understated the burden of proof will rest upon it. Additions to such 
accounts will be accepted to the following extent: 

( I ) Excessive depreciation heretofore charged off on property 
still in use, if it is now shown by satisfactory proof to have been 
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excessive and such excess is substantial in amount, whether or not 
disallowed by the Commissioner as a deduction from net income, may 
be restored to the surplus account. No such amount shall be restored, 
however, unless it is shown that adequate depreciation has been de- 
ducted upon all other property of the corporation still in use, nor in 
any case in which such amount has been allowed as a deduction for 
amortization under Section 234 (a-8) of the statute, or in which the 
cost of the property has been recovered through being included in 
the price of goods or services, as for example, in the case of patterns, 
dies, plates, special tools, etc., or under a munition contract with a 
foreign government. 

(^) Amounts which have been expended before January i, 191 7, 
for the acquisition of plant, equipment, tools, patterns, furniture, 
fixtures or like tangible property, having a useful life extending sub- 
stantially beyond the year in which the expenditure was made, and 
which have been charged as current expense, may (less proper deduc- 
tions for depreciation or obsolescence) be added to the surplus account 
.when such assets are still owned and in active use by the corporation 
during the taxable year. Special tools, patterns and similar assets 
shall not be assigned any value if their cost has been recovered 
through having been included in the price of goods. If their cost has 
not been so recovered and they are held for only occasional use, they 
shall not be assigned a value in excess of the fair value based upon 
the earnings actually arising from their current use, and in no case 
shall such value be more than the cost less depreciation. Assets of 
this kind not in current use shall not be valued at more than their 
nominal or scrap value. 

(3) Amounts which have been expended in the past for intangible 
property of any kind can be restored to capital or surplus account 
only to the extent that the corporation specifically paid such amounts 
for the intangible property as such. 

(4) Adjustments necessary to correct other errors found in the 
books of account may be made. But see the following article. (Reg. 
No. 45, Article 840.) 

Surplus and undivided profits: limitation of addi- 
tions TO surplus account. — 

Regulation. Additions to surplus which a corporation may de- 
sire to make under the preceding article fall broadly into two classes : 

(i) To correct returns of net income for prior years in which 
actiuil errors have been made, as for example where excessive depre- 
ciation has been deducted, additions to plant and equipment or other 
capital charges have been charged off as an expense, inventories 
have been taken upon a wrong basis of valuation, etc. 

(2) To reinstate in surplus deductions from income which are as 
a matter of good accounting to some extent optional, such as experi- 
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mental expenses, patent litigation, development of goodwill through 
advertising or otherwise, etc. 

Adjustments falling in class (i) will be permitted for all years 
whether before or after March i, i$i3, provided amended returns of 
net income are filed for each year in which an erroneous return has 
been made. Due consideration will be given to the assessment of 
penalties in any case in which a fraudulent return has been made. 
Adjustments falling in class (2) cannot be permitted, as in such cases 
it is considered that the corporation has exercised a binding option 
in deducting such' expenses from income. An election of this sort 
which was made concurrently with the transaction cannot now be 
revised, and amended returns in respect thereof cannot be accepted. 
The corporation shall submit with its return a statement of the addi- 
tions proposed, specifying the kinds and amounts of property in- 
volved, the years in which the expenditures were made, and the 
method followed in distinguishing between capital outlays and cur- 
rent expenses, and showing that adequate provision has been made 
for depreciation, obsolescence and depletion of such of the assets 
affected by the additions as are subject to recognized depreciation, 
obsolescence or depletion. In any case in which there is an operating 
deficit amounts restored must first be set off against the deficit and 
only the excess can be actually included in the computation of invested 
capital. (Reg. No. 45, Article 841.) 

Generally speaking, the adjustments contemplated by the 
foregoing articles are those which w^ould be made in any event 
by public accountants under instructions to restate the accounts 
of a corporation upon a basis which reflects actual assets, ac- 
tual liabilities and actual net profits. Adjustments are not per- 
mitted when methods sanctioned by good accounting practices 
have been followed. It is recognized that when the determina- 
tion of true invested capital is necessary, no corporation should 
be penalized for having been ultra-conservative in past years. 
The article limits the adjustment of plant accounts to items 
acquired before January i, 191 7. As of that date an excess 
profits tax law, requiring the determination of invested capital, 
became effective and it is fair to assume that accounts for the 
period since January i, 191 7, have properly differentiated be- 
tween capital and income. 

Page 754 

Definition of intangible property. — The new regulations 
hold that most contracts, subscription lists, etc., are intangible 



Digitized by VjOOQIC 



1266 INCOME TAX PROCEDURE SUPPLEMENT 

property. The Department, however, recognizes the fact that a 
contract may be tangible property. The regulation holds that 
Associated Press and similar • franchises are intangible prop- 
erty. 

Regulation. "Intangible property" includes patents and goodwill 
and other like property. "Tangible property" includes all property 
other than intangible property. Most contracts are intangible property 
and in the absence of a specific ruling by the Commissioner to the con- 
trary should be so regarded for the purpose of making returns. A con- 
tract may be treated as tangible property only after the submission of a 
full statement as to its exact nature showing to the satisfaction of the 
Commissioner that it relates to rights in tangible property to such an 
extent that its value arises chiefly therefrom. Associated Press, 
United Press and similar franchises, and subscription lists and mailing 
lists, arc intangible property. (Reg. No. 45, Article 811.) 

It should be noted, as stated on page 721, that intangible 
property purchased for cash is to be included in invested capital 
at full value. The restriction on the inclusion of intangible 
assets applies only when such assets were acquired for stock. 

Page 756 
Patents. — ^The new regulations contain explanation as well 
as directions in respect of the treatment of patents. 

Regulation. From the -standpoint of assets a patent, or more 
particularly a group of patents, is closely analogous to goodwill. 
Their value is contingent upon and measured by their earning power. 
While patents have a definite life there is a common tendency to 
extend that life by improvements upon the original, and in a success- 
ful business the patent value merges more or less completely into a 
trade-name or other form of goodwill. Therefore, while deductions 
in respect to the depreciation of patents based upon a normal life 
period of seventeen years are allowable in computing net income for 
the purpose of the income tax, such deductions are not obligatory, 
but are optional with each taxpayer. Where since January i, 1909, 
a corporation has exercised that option to its own benefit in comput- 
ing its taxable net income the amount so deducted cannot now be 
restored in computing invested capital. Where, however, the cost 
of patents has been charged against surplus or otherwise disposed 
of in such a manner as not to benefit the corporation in computing 
its taxable net income since January i, 1909, any amount so written 
off may be restored in computing invested capital, if it be shown 
to the satisfaction of the Commissioner that the amount so written 
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off represented a mere book entry ascribable to a conservative policy 
of management or accounting and did not represent a realized shrink- 
age in the value of such assets. Any amount so restored may not be 
written off by way of deductions from taxable net income in any sub- 
sequent year or years. Where a corporation has charged to current 
expenses the cost of developing or protecting patents, no amount in 
respect thereof expended since January i, 1909, can be restored in 
computing invested capital. In respect of expenditures made before 
January i, 1909, a corporation now seeking to restore them must be 
prepared to show to the satisfaction of the Commissioner that all 
such items are proper capital expenditures. It cannot be said that the 
correct computation of surplus and undivided profits necessarily re- 
quires a deduction in respect of the expiration of patents. It follows, 
therefore, that where a corporation in the exercise of its option has 
not written down the cost of patents, it is not ordinarily necessary to 
reduce the surplus and undivided profits in computing invested capital, 
whether the patents have been acquired for stock or shares or for 
cash or other tangible property. Due consideration will be given to 
the facts in any case in which this rule seems obviously unreason- 
able. (Reg. No. 45, Article 843.) 



CHAPTER XXXIV 

WAR AND EXCESS PROFITS TAXES 

ADJUSTMENT OF NET INCOME; REORGANIZA- 
TIONS; PRE-WAR INVESTED CAPITAL AND NET 

INCOME 

Page 762 
Adjustment of net income for pre-war period.-i— It should 
be noted that the statement on page 762 applies only to the 
pre-war period and has nothing whatever to do with the ad- 
justment of net income for the taxable year. The reference 
to the 10 per cent rate on average invested capital is intended 
to make clear the fact that if the net income of the pre-war 
period was less than 10 per cent, it is not necessary to make 
any calculation of the actual net income for the pre-war period. 

Page 765 
Pre-war net income of af&liated corporations. — In order 
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that there may be a correct basis of comparison between the 
consolidated statements for the taxable year and for the pre- 
war period, the regulations provide that a proper adjustment 
be made for the pre-war period. 

Regulation. The consolidated net income of affiliated corpora- 
tions for the pre-war period shall be the aggregate of the average net 
income for the pre-war years of such of the several corporations in- 
cluded in the consolidation for the taxable year, whether or not 
affiliated during such pre-war period, as were in existence during 
all the pre-war period or during at least one full year of the pre-war 
period. (Reg. No. 45, Article 802.) 

Page 768 
Scope of reorganizations. — It should be noted that extracts 
from Section 330 of the law referred to on page 768 refer 
only to the pre-war period. 

Regulations. The first two paragraphs of Section 330 of the 
statute relate only to the pre-war period and not to the invested capital 
or net income for the taxable year. Under their provisions in the 
case of a reorganization, consolidation or change of ownership, the 
corporation is regarded as having been in existence prior to the date 
of such reorganization, consolidation or change in ownership, and 
the net income and invested capital of the predecessor trade or busi- 
ness for all or any part of the pre-war period prior to the organiza- 
tion of the present corporation are deemed to have been the net in- 
come and invested capital of such corporation. (Reg. No. 45, Article 
931.) 

Net income and invested capital of predecessor part- 
nership OR individual. 

If the predecessor trade or business was carried on by a partner- 
ship or individual, the corporation shall make its return of the net 
income and invested capital of such trade or business as nearly as may 
be in the same manner as if such trade or business had been carried 
on by a corporation. It shall submit with its return a statement set- 
ting forth (a) the manner in which such trade or business wae car- 
ried on and (b) the points, if any, in which the provisions of the 
statute and of the regulations are not fully applicable to the deter- 
mination of the net income or invested capital of the predecessor 
trade or business for the pre-war period. In no case shall the deduc- 
tion from gross income for salary or compensation for personal 
services exceed the salaries or compensation customarily paid at that 
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time by corporations or partnerships of similar size and standing 
engaged in like or similar trades or businesses for similar services 
under like responsibilities. (Reg. No. 45, Article 932.) 

Page 769 

Reorganizations after March 3, 1917. — 

Valuation of asset upon change of ownership. — 

Regulation. Where a business is reorganized, consolidated or 
transferred, or property is transferred, after March 3, 1917, and an 
interest of 50 per cent or greater in such business or property remains 
in any of the previous owners, then for the purpose of determining 
invested capital each asset so transferred is valued (a) as if still in 
the possession of the previous owner, if a corporation, or, if not a 
corporation, (b) at its cost to such previous owner, with proper ad- 
justments for losses and improvements. This provision is accordingly 
concerned with the computation of invested capital for the taxable 
year, while Section 330 of the statute is chiefly concerned with the 
determination of invested capital for the pre-war period. (Reg. 
No. 45, Article 941.) 

Page 772 
When invested capital and net income of pre-war period 
need not be determined. — If the net income for the taxable 
year is less than 10 per cent of the invested capital for the 
taxable year (plus the $3,000 exemption), it is not necessary 
to ascertain the invested capital or the net income for the 
pre-war period because no matter how large or how small it 
may have been there will be no war profits tax to pay upon the 
net income for the taxable year. The credit of 10 per cent 
for the taxable year will at least be sufficient to eliminate any 
liability to the war profits tax. If the net income for the tax- 
able year is more than 8 per cent (plus the $3,000 ex- 
emption) and less than 10 per cent, there will be an excess 
profits tax to pay, in which case the invested capital and net 
income for the pre-war period have no bearing on the com- 
putation of the tax. 
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CHAPTER XXXV 

EXCESS AND WAR PROFITS TAXES 

WHEN INVESTED CAPITAL CANNOT SATISFAC- 
TORILY BE DETERMINED 

Page 777 
Relief sections. — The new regulations deal with relief Sec- 
tions 327 and 328 as follows : 

Treatment of special cases. — 

Regulations. In the cases specified in Section 327 of the statute 
the tax will be specially determined under the provisions of Section 
328, but the tax will not ordinarily be computed under Section 328 
merely because the corporation's form or manner of organization, or 
the limitations imposed by Section 326, result in a greater tax than 
would otherwise be payable. A corporation which comes within the 
provisions of subdivision (d) of Section 327 may make application 
for assessment under the provisions of Section 328, which applica- 
tion shall be attached to its return in the form of a statement setting 
forth in full: (a) the reasons why the tax should be so determined; 
(b) the facts upon which such reasons are based; (c) an exact de- 
scription of each trade or business or important branch of a trade 
or business carried on by it; (d) a statement of the invested capital 
and net income for each year since the beginning of the pre-war 
period; and (e) a statement showing the amount of gains, profits, 
commissions or other income derived on a cost plus basis from gov- 
ernment contracts made after April 5, 191 7, and before November 12, 
1918, and showing the per cent which such income is of the total 
income of the corporation. (Reg. No. 45, Article 901.) 

Computation of tax in special cases. — 

In the cases specified in Section 327 of the statute the tax is to be 
computed by comparison with representative corporations whose in- 
vested capital can be satisfactorily determined under Section 326 
and which are engaged in a like or similar trade or business and simi- 
larly circumstanced. The provisions of Section 328 do not permit 
the determination of a general average for any trade or business. 
In each case which comes under the provisions of Section 327 the 
Commissioner will determine, as nearly as may be, the group or class 
of corporations with which the corporation should be compared and 
the amount which bears the same ratio to the net income of the cor- 
poration (in excess of the specific exemption of $3,000) for the 
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taxable year as the average tax of such representative corporations 
bears to their average net income (in excess of the specific exemp- 
tion of $3,000) for such year. The comparison will take account of 
similarity with respect to gross income, net income, profit per unit 
of business transacted, the amount and rate of war profits or excess 
profits, and all other relevant facts and circumstances. (Reg. No. 45, 
Article 911.) 
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The 3 fonm fellowific arc Jc w gncJ to meet the rcqdrementf of all domestic oorporationt, except personal service corporatioiu (Sec 
aiSL e. and 335. O. corporatiom that conduct business in part of th: diaractcr engaged in by personal service corporations (Sec J03), 
corporatioas subsidiary to corporations that make returns on the basis of coosolidatea statements, corporations making returns for a perwd 



a twelve months in the process of -...^ 

isations specifically exempted from Federal income taxes. 



I in by personal service corporations (Sec 303)1 
Btements, corporations making returns for a period 
the fiscal year (Sections 236, 239, 305 and 311), insurance companies, and certain organ- 
(Sec23i). 



RECONCILEMENT OF BOOK NET INCOME 

WITH 

NET INCOME SUBJECT TO INCOME, EXCESS AND WAR PROFITS TAXES 



Taxable Year Ended. 


ipii 




IF FISCAL YEAR IS CALENDAR YEAR USE COLUMN A ONLY 
AND IGNORE COLUMN B 

in I9it. A certwrstioa whow tecal ytmr to tkc c«knd«r rear would am column A only. A cotyor*- 
tiea wboM &*dil 70r it not (he olendar rear wouM u>r columns A >nd B. 

Ficures in bolh columns skovld be for the fall tacal rear: that ia. for la moatha. Tkc net 
totals of each column sbouM be carried to page j where taxes wUI be comtiuted on each aa follows: 


A 

CORiroKATK>NS 


B 1 

For COKPORATIo.fS 


i«i> BASIS 


i«i7 BASIS 1 


1. Net income for fiscal year according to the books (any income and expense items 








... 










Add expenses charged on the books but not deductible on Tax Return: 
2. Federal income and excess profits Uxes (also foreign income and excess profits 
taxes in cot. A) (p 467, 472) 






3. Taxes assessed against local benefits if value of property is increased (p. 473) . . . 

4. AmounU reserved for uncollectible accounts or bad debts (p. 527) 

5. Amounts rcMrved for losses and contingencies other than depreciation and de- 


.... 












..1 


















(p. 414) : 




















9. Interest paid on indebtedness incurred to purchase tax exempt securities and 4% 
and A%^% Libcrtv Bonds (for 1017 basis only) fo 448) 


XX 


XXX 


XXX 


XX 


XX 


r 

XXX 


XXX 




carry tax exempt securities other than 4% tad 4%% Liberty Bonds (for 1918 
basis only) (p 448) T 




XX 
XXV 


XXX 
XXX 


XXX 
XXX 


XX 




13. Adjustment of book gain or k>ss on sale of capital assets m reckoning from 
value at March 1. 1913 (P- 254) "f an addition 


Add income not credited as such on the books, but taxable : 


= 






= 


-= 






= 








=-= 


= 






Deduct: Income credited on the books but not taxable: 
. 17. Dividends received from domestic corporations (1917 exception is covered by 




i& Proportion of dividends received from any foreign corporation equal to ratio 
of net income derived in United States to toul net income (0.735) 

in 1918) (p 58) 


















federal obligaUons (p. 205) 


















21. Credits to establish Cash Surrender Value of life insurance policies (p. ^) . . . . 








1 








I: 


a4. (rains acrnied prior to >4flrrh f, 1913 (p. 7^1) , , 








25. Adjustment of book gain or k>ss on sale of capital asseu in redcomng from 
value at March 1, 1913 (P- 354) if « deduction 


















27 


















3: : ::::::::::;:::::::::::::::;;":::;:::::..::::::::::::::::::::::: 


















Items not charged to Profit and Loss Accounts but deductible on tax return: 
29^ Bad debts charged less recoveries credited to Reserve Account (p. 735) 






















































33. 


A36 

XX 

A40 




■ . 


XX 


B36 
i40 






-— 






= 







== 


36. Net income subject to income Ux (item 16 minus item 35) 

the War Finance Corporation in excess of special exemptions (p. 300) (as 
determined by the method defined in forms on pages 1 104 and 1105 




3a Toul (item 36 plus item 37) 

39. Deduct : Interest paid on indebtedness incurred to purchase 4% "tHl 4J4% Liberty 
Bonds with respect to which interest is rwwrted on line. 9, but total allowable 


XXX 


XXX 








4a Net income (item 38 minus item 39) subject to excess profits tox (3) , .s 













' 





(i) Consolidated Sutements: If corporation is a holding or controlling company, the figures in column A should represent the 
specified items of income and expense as shown by the consolidated profit and loss statement. 

If corporation is a holding or controlling company with fiscal year ending at date other than December 31, the figures in column 
B on this sheet should not be consolidated. Consolidated figures would be needed, however, for determinatMn of the excess profits tax and 
for this purpose the amounts should be set up on another sheet following the same classification as in column B. See note c following item 

(^ But not including the net income of any affiliated corporation organized after August 1, 1914, and not successor to a then existinr 
business. 50 per cent or more of whose fross income was derhred from (K>vemment contracU or sub-contracts made between April 6, 191; 
and November 11. 1918. Such corporation shall be assessed separately. (Sec 240.) 

(3) In the case of any corporation engaged in the mining of sold, the portion of net income derhred therefrom shall be exempt from 
war'profits and excess-profite taxes beginning Jamury t. 191!: (Sec vhT ■ 

Excess profiu tax on proceed* iron the mi« 01 mwes, oil sod gat wdls, tft anjr inters tiKrctn, tlwU not cxMcd «o per cent of tb« 



»cllinf price. (Sec 337> 
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RECONCILEMENT OF BOOK CAPITAL 

WITH 

INVESTED CAPITAL AS DEFINED IN THE 1918 LAW 



Taxable Year Ended.. . 






.ipi8 












If fiscal year is calendar year, use cblumn C only. Corporations whose fiscal years 
are not the calendar year should enter figures in both columns. 

Corporations which are holding or controlling companies must use consolidated 

45, 1919. 


C 

1918 BASIS 

For all Corporations (i) 


D 

1917 BASIS 

For Corporations 

whose fiscal years are 

not calendar year 


Invested Capital at beginning of fiscal year according to the books : 
(When stating total amount of invested capital according to the booka jdis- 
regard the asset side of the balance sheA.) ^ 

101. apital Stock^ (0.727) ••••.••••..•••• ■ 

100. Premium realized on CapiUl Stock (p. 733) 

103. Surphis (while Surplus is added, any Deficit should not be deducted (pp. 739-73*) 

Adjustments to be added : 

104. Dividends Payable* (see item 135) (P- 733) 

105. Reserve for Accrued Preferred Stock Dividends* (see item 13s) (p. 7?3)..."- 

106. Reserve for Accrued Federal Income and Excess Profits Taxes* (see item 136) 

(Art. 845) (p. 736) ; ■ 












..,:.. 




1 

XX 

.... J 

XX 

: 


107. Reserve for Uncollectible Accounts or Bad Debt** (p. 735) 

lot- Reserve for Losses and Contingencies* (p. 735) 










... 

XX 
XX 

514 







iia 










111. Cash surrender value of life insurance if not on the books (p. 752) • • • 

112. Cost less accrued depreciation of plant assets charged to Expense Account but 

stin owned and in active use, (Art. 840) (pp. 740, 750-7S4) •••••••; 

113. Depreciation charged on the books in excess of deductions allowed on tax 











114. Excess of actual value of tangible property at date acquired over book value at 








XX 


same date when not acduired with stock (Art 837) (P- 733) 

lid Excess of actual value at date acquired of tangible property acquired with stock 
after January i, 1914, over book value at date acquired (Art. 55, Reg. 41. 
1918) (p 825) 


XX 


XXX 


XXX, 


117. Excess of cash value of intangible property purchased over book value at same 
date when not acqtiired with stock (Art 840) (p. 721 ) 


adjustment does not exceed legal limiutton (see items 127 and 128) (Art. 
843) (p. 756) . ; 










XX 


XXX 


XXX 


XX 


12a Federal Income and Excess Profits toxes refunded** (p. 736) 

121. -Capital Stock (including any* premium realized) added during fiscal year, ex- 
clusive of stock dividends, but including stock paid for out of special cash 




XX 




XXX 


XX 




X23 Total (sum of items 101 to 122) 




XXX 
XXX 


XXX 
XXX 




Adjustments to be deducted: 
124. Portion of book value at date acquired of patents and copyrights acquired for 
stock in excess of cash value at same date (Art 56, Reg. 41. 1918) (p. 826) . . 


XXX 


in excess of cash value at same date .(Art 831) (p. 7») 

127. Portion of book value at date acquired of goodwill, trade-marks, franchises or 
other inUngible property purchased with stock issued prior to March 3. 
1917, in excess of the lowest of the following figures : (a) 20% of par value 

date acquired, or (c) par value of stock issued in payment therefor (Art. 


XX 


XXX 


XXX 


XX 


laS. Portion of book value at date acquired of intangible property purchased with 
assets at date acquired or (b) par value of stock issued therefor, or (c) 2^% 


139. Excess of stocks and pther inadmissible assets over permanent indebtedness (see 
Art AH Reff 41 1018) (dd 816. 8i7) 


XX 


XXX 


XXX 


XX 


130. Treasury stock acquired by gift or for consideration substantially less than par 

(Art. 861) (p. 757) ■• 

131. Depreciation, depletion and obsolt»cence not provided for on the books, except 

as covered by previous deductions (Art. 840) ^p. 742) 

132. Value appreciation credited on the books not subject to income Ux except as 

to part realized (Art 844) (p. 739) 

133. Portion of book value of stock in foreign corporations corresponding with per- 

cenUge which net income earned in United States is of entire net income 
(p- 7*5) 

135. Dividends paid during year out of earnings of prior years** (p. 734) 

136. Federal income and excess profits Uxes as of date due and payable (Art. 845) 

(P 73^^) 












ijg .. • 










139. PercenUge of invested capiul equal to percenUge of inadmissible assets (except 
(Art 8w) (0 721) 


C141 






" 




14a Total adjustments to be deducted (sum pf items, 124 to 139) 

141. Adjusted invested capital (item 123 minus item 140) ■» 








= 





(i) But not including the inveated capital of any affiliat«4 corporation organised after August i, 19x4, and not successor to a then 
existing business 50 per cent or more of whose gross income was derived from Government contracts or sub-contracts made between 
Aprilo!- 1917 and' November 11, 1918. Such corporation shall be assessed separately. (Sec 240.) If corporation has undergone reor- 

Snization, consolidation or change of ownership ^ince January I, 191J, 9T has bc«n organized subsequent to D(<;einb«r 31, 'I917, sc« 
ctioM 330 and 331' 
•Amounts to be added are the balance* in th«i« accounts at the beginning of the fiscal year. 
••This amount ihould be such percenUge of the amount received ©r paid ai the percentage wWcIl tb? BUfnj^r 9f (Jajo-wWJmns; m 
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FORM FOR CALCULATION OF AMOUNT OF 

CORPORATION INCOME, EXCESS AND WAR PROFITS 

TAXES 

TasabU Vtor Endtd. 1918 



ExccM profits credit 

90% of 



EXCESS PROnTS TAX (1918) 
(Compute tax for foil fitcal year, whether H is same as calendar year or not) 

= 8X of item C141 = $ P* 



C141 (or item A40 if less 

tttan 90% of item C141) 



.-less 1^ 



(Item aoi) 



303. Remainder of net income $ l ess 

304. Total net income (item A40) I 

War Profiu Credit: 
aolSL Averat* annual pre-war camints (1911. 191'. i9ij) •• to 1917 rctara 
ao7. 10% of invested capital for fiscal year (loX of C141) 
ao8. loX of aTerat* invested capital (1) for pre-war period 
J09. Difference: ao7 minus ao6 (or J08 minus J07 in red) 
aio. Total (sum of items ao6 and ao9) 
ail.' Bring down item aio or item 907, whichever is greater 
ata. Specific excmptioa 

aij. Total war profits credit (sum of items an and aia) 
at4. Net income (item A40), less item aij = $ X 80X =$. 



-©30%=$- 
_®65X=$- 



aos. Sum of first Snd second bradceU = $~> 



Note a : A different rule wit] apply if corporation was not in existence during the whole of at least one 

calendar year during pre-war period. See Act. Section 311 (c). 
Note b: If b is smaller than item aos, there is no tax under the third bradcet 



.X8oX = |.~ 
.X3a* = |u> 



.Jess $..- 



(Item 319) 



= $- 



= $- 



-®45X=|^ 

* = I. @6oX = $_ 

aa6- Total excess profiu tax (1917) = $= 



Maximum Provisfam : (Excess profiu tax shall in no case exceed item 318) 
315. Total excess profiu tax 1918 (sum of items aos and 314) 

aii. Net tMomc (if mere than lao^ooo) less $ao,ooo= $ 

317. Net income in excess of %3jooo and not in excess of lao^ooo = %■ - ~~- 

aiS. Sum of items-ai6 and aiy 

EXCESS PROFITS TAX (1917) 
(Compute thb tax only if fiscal year is not calendar year.) 

*19. Exemption = — >-......% of item D141 (same X as in 1917 return), | 

330. 15X of item D141, = $. 

331. sX cf item D141, = I »^Jess 

233. 5X of item D141. = I'- 

aaj. 8X of item D141, = 

334. Remainder of net income % less 

33$. Total net income (item B40) ! ■ — c 

Note c But if corporation is a holding or controlling company, use amount of net income as determined 
from consolidated sUtement 
*If excess profiu credit or exemption cannot be entirely deducted in the first bracket, the re- 
mainder may be deducted in the succeeding bradwt or bradcets. 

INCOME TAX 
(If fiscal year is not calendar year, apportion total amonnu to 1917 and 1918 below in the ratio of the 
of days of fiscal year falling within 1917 and 1918 respectivdy.) 

1917 
337. Net income, (item A36, apportioned if fiscal year is not calendar year) $. xxjcxk.»» 

aa& Net income, (item Bjfi, apportioned) |>.,....m ... — ■, 

999. Excess profiu tax 1918 (item 315 or 315 apportioned: but if item 

315 is more than item 318. men item 3i8 or 318 apportioned) %. xxjcxk.»» 

23a Excess profiu tax 1917 (item 336 apportioned) % 

331. ^et income less excess profiu tax |._^ ....^ 

3133. Specific ocemption of $3,000 (apportioned if fiscal year it not calendar year) $_ 

393. .Subject to incoiiic tax $= 

334. 6X of amount for 1917 (item 333) 

335. aX of any dividends (3) received apportioned to 1917. if fiscal year is not calendar year (p. 335) 

336. i^X of amount for 1918 (item a33> 

337. Total income tax (sum of items 334, a35. 236) 

Note d 



s $3,000 $- 

>-©aoX=$^ 



.BncW 



.Bradtci 



1918 



XX,XXXJCX 



h Oat of re- 
Sec 337. d). 



If the' ipi8 excess profits tax should be disproportionately high as compared wit 
presentative corporations, a special ruKng would apply ,tmder certain conditiona (see 

RECAPITULATION 

338. Excess profiu tax 1918 (item* 339) 

339. Exc^ profiu tax 1917 (item a3o). No amount if fiscal yearns calendar year 

340. Income Tax (item 337) 

341. Total 
.243. Deduct: Any income, war profiu or excess profiu taxes paid to any foreign country upon 

income doived from sources therein, or to any poasession of U. a., apportioned to 1918 

(Sec 338, c) $ 

043. Credit for any faicome or excess profiu taxes already paid for this year under Act of Oct 3, 

1917 $ 

344. Credit for. tax on amount of loss in inventory valfies arising after end of taxable year, and 

rdMte paymenU for which claim for abatement is made (p. 489) * 

345. Net amount of tax due (item 341 minus sum of 242, 343 and 244) 

(i) Compute the invested capital as of the bMinnnig of eadi of the year* 1911, 1912. and 1^3, and 1 

purpose follow the.1918 basis of classification as denned bv oMumn C on page 2. The average in ve st ed cat , ^ 

de t e rmi ned for the 1917 f^ott* profiu tax will not apply for 1918 because of variations in the definitions of invested capitu in the two laws. 



$^« 



(a) But the rate wodJd be only iX on any dividends received out of eahUngt of 1913, 1914 or 1915. 

This form is reproduced by courtesy of the Boston oflBce of Lybrand, Ross^ra 
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Abatement, Claim for, 1050 

Form, 47, 1052, 1053 
Absence, 

Penalty for failure to make return abated 
because of, 1018 
Accrual Method, 
National bank, 1077 

Taxpayer making first return, 1075-1076 
Adams, T. S., Chairman, Advisory Tax 

Board, 1049 
Additional Tax (See *'Surtax") 
Administrator (See "Fiduciaries") 
Advisory Tax Board, New, 1049 
Alien Property Custodian, Excessive 

Salary Ordered Refunded by, 1078 
Aliens, Enemy, 

Extension of time, 1170 
Aliens, Non-resident Individuals, 1167- 
1173 (See also "Foreign Corporations") 
Agent making returns, 1172 
Beneficiaries, return for, 993 
Credits to, 1168 
Debtors to, withholding by, 1167 
Definition, 1167 

Employers of, withholding, 1167 
Exemption, 982 
Income, 1170 
Extensions of time, 1007 
Forms to be used, 1170 
Income, gross, defined, 1169 
Information at source, when not re- 
quired, 1059 
Owning stock but not of record, 1107 
Returns, 
Agent, 1172 

Extension of time, 1170 
Fiduciary makes, 1174 
Forms to be used, 1170 
Wife of resident alien, limits exemp- 
tion, 982 
Withholding by employers, 1167 
Aliens, Resident, 

Claim of residence in U. S., 

Form (1078), 1065 
Exemption from withholding, 1073 
Wife non-resident, 982 
Ambassadors, Foreign, Income Exempt, 

986 
Amortization of War Plants, 1144-1148 
Amounts to be amortized, 1145 
Effective date, for whole plant or part, 

1145 
Information to be furnished by taxpayer, 

1148 ■ 
Method, 1146 
- Period, 1146 
Redetermination of allowance, 1147 



Requirements, additional, 1147 
Annuities, 1059, 1106 
Appeals, 1049-1056 
Appreciation, 1096-1099 

Gifts, none till sold by recipient, 1176 
Inheritance, none till sold by recipient. 

1176 
Property exchanged for other, 1096-1098 
Defined, 1096 

Determination of gain or loss, 1096 
Different kinds received, 1097 
Stock for other stock, 1097-1098 
Army Officer, Penalty, Specific, When 

NOT Asserted Against, 1018 
Assessments, Special, When Deductible, 

1127-1128 
Associated Press Franchises Are In- 
tangible Property, 1265 
Automobiles, Instalment Plan Sales of 
1093 

B 

Bad Debts, 1138 

Balance Sheet, Consolidated, 998 

Bankers (See "Securities, dealers in") 

Bankruptcy, Debts, Bad, Test for, 1138 

Beneficiary (See "Fiduciaries") 

Bequests (See "Gifts") 

Bill in Equity, to Enforce the Lien 

OF the U. S. for Tax, 1048 
Board of Trade, 988 
Bonds (See "Securities") 
Books, Reconciling with Returns, Orig- 
inal Forms for, 1272-1274 
Branch Offices, Information at the 

Source, 1058 
Brokers, 

Dealers in Securities, 1090 
Payments by, not to be reported, 1059 
Building and Loan Associations, When 

Exempt, 986 
Business Income, 

Contractors* amended returns, 1086 
Instalment plan sales of personal prop- 
erty, 1093 
Inventories, 1086-1091 (See also "Inven- 
tories") 
Property, personal, sold on instalment 

plan, 1093 
Replacement fund for losses. 
Application for, 1093 
Losses to property through casualty 
other than war now included, 1091- 
1092 
Business League, 988 



Calculation (See "Computation of tax") 
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California, 

Assessments for irrigation, not deductible, 
1128 

Special partnerships are partnerships, 
1114 
Capital, Invested, Excess Profits Tax, 

Adjustment of. 
Asset included which was not included 

in pre-war year, 1234 
Surplus and profits, 1263, 1264 

Assets, admissible, 

Changes in, illustration, 1253, 1254 
Deferred charges against future in- 
come, 1238 
Organization expenses, 1238 
Securities of foreign corporations, 1239 
When inadmissible are, 1240-1252 

Assets, inadmissible, 1236, 1239 
Banks cannot avoid, 1239 
Changes in, illustration, 1253, 1254 
Current earnings used to buy, 1256 
Federal reserve bank stock, 1257 
Interest to carry, not deductible, re- 
sults in admission, 1242-1250 
Securities of foreign corporations, 1239 
Profits from sale of, 1240, 1251-1253 
When admissible, 1240-1252 

Bonus stock, 1258 

Books reconciled with returns, original 
form for, 1273 

Borrowed capital, 1237 

Changes in, 1253, 1254, 1256 

Computation of tax. 
Admissible assets, 1238 
Affiliated corporations, 1234 
Borrowed capital, 1237 
Foreign Securities, 1239 
Inadmissible assets, when admissible, 

1239-1252 
Intangible property, 1237, 1238 
Reconciling books and returns, forms 
for, 1272-1274 

Corporations, affiliated, 1234 

Current earnings used to buy inadmis- 
sible assets, 1256 

Depletion reserves, 1261 

Depreciation reserves, 1261, 1263 

Determination, satisfactory, impossible, 
1270 

Dividends, 1260, 1261 

Federal reserve bank, stock is inad- 
missible, 1257 

Foreign corporations, 1172, 1239 

Foreign securities, 1239 

Form for reconciling books and returns, 
1272 

Interest, 

Not deductible, capital admitted, 7 ex- 
amples, 1242-1250 
Restriction applies to bonds only, 1253 

Patents, 1266 

Pre-war, 1234, 1267-1269 

Property, 
Intangible, 1234-1237, 1263, 1265 
Taken for debt,, appreciation not ad- 
missible, 1258 



Tangible, 1263 
Reconcilement of books and returns, orig- 
inal form for, 1273 
Relief, 1270 
Reorganizations after March 3, 1917, 

1269 
Reserves, 1261, 1262 
Returns, 
Part of year only, example, 1255 
Reconcilement with books, original 
form for, 1273 
Stocky whether admissible, 1256, 1257 
Surplus, 1258 
Taxes, reserves for, 1263 
Treasury stock, inadmissible, 1257 
Capital Stock (See "Stock") 
Cemetery Company, 987 
Certificate of Assessment, 1053 
Certificate of Indebtedness, Payment of 

Tax in, 1047 
Certificates of Ownership, 
Foreign items, 1059, 1060 
Forms, 1061-1064 
Forms changed, 1070 
Substitute, 1064 
Chamber of Commerce, 988 
Charitable Society, 987 
Christmas Gifts (See "Gifts") 
Churches, Gifts to. Deductible, 1122 
Civic League, 988 
Clearing House, 988 
Clergymen, Gifts to, 1085 
Closed Transactions, 

Property exchanged for other, 1096-1098 

Replacement funds for property destroyed, 

Casualties not confined to war hazards, 

1091-1092 

Collection of Tax (See also "Payment of 

tax" and "Payment of tax at source") 

When tax is not voluntarily paid, 1048 

Commissions, are Income, 1085 

Compensation (See "Personal services, 

compensation for") 
Compromise, 

Letter notifying delinquent of privilege 

of, 1015 
Offer of, how made, 1016 
Penalties, 1015- 1016 
Specific, 1019-1021 
Refunds not made, 1015 
Taxes, 1015- 1016 
Computation of Tax, Forms and Illus- 
trations, 
Abatement, form, 1052, 1053 
Alien claiming residence in U. S., 1065 
Books reconciled with returns, original 

forms for, 1272-1274 
Corporation, 1009, 1010, 1031-1033, 1061- 

1069, 1188-1226 
Employee sharing profits, illustrations, 

1079-1084 
Excess profits tax (See also "Excess 
profits tax, computation") 
And income tax, example, 1199-1204 
Extension of time, 1008-1011 
Farmers, 1180-1183 
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Computation of Tax — Continued 
Fiscal year 1917-1918, 1047 
Forms for reconcilins^ books and returns, 

1273-1274 
Individuals, 

Liable for surtax, 1030-1046 
Not liable for surtax, 1024-1029 
Information at source, 
Annual, 1066, 1069 
Annual for individuals, 1068 
Monthly, 1067 
Liberty Bond, 1104, 1105 
Ownership certificates, 1061-1064 
Partner's calculation on form (1040), 

1044-1046 
Reconciling books and returns, original 

forms for, 1272-1274 
Refund, form, 1054-1055 
Tentative return, 

Corporation, 1010, 1011 
Individual, 1008, 1009 
Consolidations, 

Corporations losing identity through, 
Penalty, specific, when not asserted, 
1019 
Gain or loss on exchange of stock, 1097- 

1098 
Returns, 998-1004 
Consuls, Foreign, Fees, Exempt, 986 
Contractors, 
Amended returns to be.'filed on comple- 
tion of contract if estimates were 
wrong, 1086 
Sub-, information at the source, 1058 
Contributions (See "Gifts") 
Co-oPERATivE Societies, 989 
Copyright, Depreciation, 1141, 1142 
Corporations, 
Affiliated, 

Balance sheet, consolidated, 998 
Capital invested, 998 
Consolidated returns, 998-1004 
Defined, 1000 

Domestic with foreign, 1001 
Information return. Form (1122), 1069 
Assets lacking. 

Penalty, specific, when not asserted, 
1019 
Assigned, 

Penalty, specific, not asserted against, 
1018 
Books reconciled with returns, author's 

forms for, 1272-1274 
Capital, Invested (See "Capital, invested, 

excess profits tax") 
Charter forfeited. 

Penalty, specific, when not asserted, 
1018 
Consolidated, losing identity, « 

Penalty, specific, when not asserted 
against, 1019 
Defined, 997 
Defunct, 
Penalty, specific, not asserted against, 
1019 
Depreciation (See "Depreciation") 



Dissolved, 

Gain or loss on exchange of securities, 
1094 

Penalty, not asserted against, 1019 
Distributions which are not dividends, 

1108-1112 
Domestic, 

Affiliated with foreign, returns by, 1001 

Defined, 1113 
Excess piu)fits tax (See "Excess profits 

tax") 
Extensions of time, 1004-1013 

Form 1031 T, 1010, 1011 
Farming (See "Farmers") 
Fiscal year. 

Enemy in 1918, payment of tax, 1047 

Penalty, specific, not asserted, 1018 
Foreign (See "Foreign corporations") 
Gifts deductible, 1119, 1120 
Government contract, 1000 
Inactive, 

Penalty, not asserted against, 101$ 
Information at source, 

Forms, 1066-1069 

Ownership certificates, 1061-1065 

Payments to, need not be reported, 
1059 
Insolvent, penalty, specific, when not as- 
serted, 1018 
Liberty bond exemption, form for calcu- 
lating, 1104, 1105 
Life insurance proceeds paid to, not 

exempt, 985 
Limited partnerships that are, 1114 
Losses of. 

Individual's share of, 1137 

Recomputation for. Table, 1031-1033 
Massachusetts trusts not, 998 
New, return by, on fiscal year basis, 991 
Not organized for profit. 

Penalty, specific, not asserted, 1018 
Organization incomplete, no penalty for 

failure to make return, 1017 
Partnerships of. 

When a joint enterprise is not a part- 
nership, 1113 
Penalties, offers in compromise, 1013 
Personal service, 1115-1120 

Capital, 1118 

Defined, 1115 

Distributions which are not dividends, 
1108-1112 

Dividends, 1110-1112 

Excess profits tax limitation, 1218-1224 

Excess profits tax refund, 995 

Fiscal year, 995 

Liberty Loan exemption, 1102 

Ownership changed, 1118 

Partial, 1119 

Returns, annual, 994-996 

Stockholders must be active, 1114, 1116, 
1117 

Stock interest required, 1117 
Philippines, 1173 
Porto Rico, 1173 
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Corporations — Continued 
Receivers, 997 
Returns, 

Annual, 996-1004 

Consolidated, 998-1004 

Foreign, 997 

Form 1120 to be used, 999 

Forms, 106M069 

Forms unavailable no excuse, 996 

Income and excess profits tax, form 

1120 and examples, 1188-1226 
Inspection, 1014 

Liberty bond exemption, form for com- 
puting, 1104, 1105 
New corporation, on fiscal year basis, 

991 
Receivers, 997 
Reconcilement with books, author's 

forms for, 1272-1274 
When required, 996, 997 
Sold out, penalty, specific, not asserted 

against, 1019 
Stock dividends (See *'Stock dividends") 
Cotton Exchange, Whether Exempt, 988 
Cramer, S. W., Member, Advisory Tax 

Board, 1049 
Credits, 

Excess profits, not exhausted under 

first bracket, 1229, 1230 
Excess profits tax to be credited against 

income of same year, 1114 
War profits, 1234 



Debts, Bad, 

Bankruptcy as a test, 1138 

Deductions, 1138 
Deceased Persons, Returns for, by Fidu- 
ciaries, 993 
Deductions (See also "Exemptions") 

Amortization, 1144-1148 

Debts, bad, 1138 

Depiction, 1148-1167 

Depreciation, 1139-1143 

Expenses, 1120-1125 

Losses, 1129-1137 

Obsolescence, 1143-1148 

Taxes, 1125-1128 
Assessments, 1127 
Foreign, 1125- 1126 
Inheritance, not, 1128 
Stamp, 1126 

Time to which applicable, 1076, 1119 
Delinquency (See "Penalties") 
Depletion, 1148-1167 (See also "Deprecia- 
tion") 

Basis, 1148, 1149 

Computation, 1150 

Cost as basis, 1149 

Gas wells. 

Combined with oil wells, 1159 
Computation of allowance, 1157-1160 
Prior to 1916, 1163 
Returns, statement to accompany, 1160 



Lessees of natural resources, allow- 
ances to, 1151 
Lessors, allowance to, 1150 
Market value as basis, 1149 
Mines, 

Cost must be for bona fide sale, 1149 

Fair market value, 1149 

Regulations, 1153-1157 

Return, 1154 

Unit value, how determined, 1150 
Oil wells. 

Combined with gas wells, 1159 

Computation of allowance when quan- 
tity is uncertain, 1157, 1159 

Determination of quantity in ground, 
1157 

Prior to 1916, 1163 

Return, statement to be atUched, 1160 
Property, basis, 1148 
Reserves, dividends from, 1109, 1261 
Revaluation of deposits not allowed, 1149 
Royalties, advance, deductible from, 1152 
Timber, 

Capital, charges to, 1165 

Capital recoverable, 1165 

Computation, 1165 

Deductions, 1164 

Depreciation of improvements, 1166 

Expense, charges to, 1165 

Regulations in full, 1164-1167 

Statement attached to return, 1166 

Stumpage, 1165 
Unit value, 1150 
Depreciation, 11391143 (See also "De- 
pletion") 
Accounts, closing, for discontinued item, 

1140 
Copyright, 1141, 1142 
Charged off on books, must be, 1139 
Discontinuance, permanent, 1140 
Excessive, restored, 1263 
Gas wells, improvements, 1163 
Goodwill, not deductible, 1141 
Intangible property, 1141 
Obsolescence included in, 1143 
Oil wells, improvements, 1163 
Patents, 1141 
Patterns, 1142 
. Rates, 1140 
Reserves, 1261 
Residence, 

Personal expense, not deductible, 1137 

Rented part of the year, 1139 
Timber, improvements, 1166 
Discoverer of Mine, Sale by. Surtax 

ON, Limited, 1021 
Distraint, 0>llection of Tax by, 1048 
Dividends, 1107-1112 

Allocation to prior periods, 1107 

Depletion reserves as, 1109 

Distributions which are not, 1108-1112 

Federal land bank, 984 

Federal reserve bank, 985 

Foreign, to be specially reported on form 

1040, 993 
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Dividends — Continued 

Information at source not required, 1059 
Liquidation, 1109, 1110 

Depletion reserves, 1109 
Owners of record, when not legal own- 
ers, 1107 
Personal service corporations, 1110-1112 
What are not, 1108-1112 
Donations (See "Gifts") 



£ 

Educational Society, 987 
Employees (See also "Personal services, 
compensation for") 
Municipalities, exempt, 983 
Refund of excess salary by, 1075 
Sharing in profits, computation of tax, 

examples, 1079-1084 
State, exemption of, 983 
Employers, 

Withholding from non-resident aliens, 

1167 

Enemy Aliens, Extension of Time, 1170 

Excess Profits Tax (See also "Capital, 

invested, excess profits tax") 

Asset, included, which was not included 

in pre-war year, adjustment, 1234 
Books reconciled with returns, form for, 

1271-1273 
Computation of war and excess profits 
tax. 
And income tax, fiscal year ending in 

1918, 1199-1204 
And income tax, original form for re- 
conciling books and returns, 1273 
And income tax, part personal service 

corporation, 1219-1223 
Calendar year 1918, plus excess profits 

for 1919, 1210, 1211 
Changing to calendar year, 1207, 1208 
Credit, excess profits, not exhausted 

under first bracket, 1229, 1230 
Fiscal year ending in 1918, 1196-1198 
Fiscal year ending March 31, 1919, 

1205, 1206 
Gas well sold, 1232, 1233 
Gold mining income involved, 1186, 

1187 
Government contract, 1212-1214 
Less than 12-months' period, 1207- 

1208 
Less than 12 months, plus limitation, 

1216, 1217 
Limitation, 1215 
Mine sold, 1232, 1233 
No tax under third bracket, 1209 
Oil well sold, 1232, 1233 
Personal service corporation in part, 
1219-1223, 1224-1226 
Corporations, 
Form 1120, and examples, 1188-1226 
Personal service, partial, examples of 

calculation, 1219-1223, 1224-1226 
Personal service, refund, 995 



Credits, 

Applies to income of same year, 1114 

Excess profits, not exhausted under 
first bracket, example, 1229, 1230 

War profits, 1234 
Exemption apportioned, 1185 
Fiscal year. 

Ending in 1918, illustration, 1196-1198 

Ending in 1919, illustration, 1205, 1206 
Five-year limit on suits for payment of, 

except in fraud, 1056 
Foreign corporations, 1171 
Form for reconciling returns with books, 

1171-1173 
Gas wells, sale of, 1231-1233 
Gold mining involved, 1186, 1187 
Limitation of tax, 1218 

Not apportioned for part of a year, 
1185 

Part personal service corporations, 
1227, 1228 
Massachusetts trusts probably not sub- 
ject to, 1185 
Mines, sale of, 1231-1233 
Net income, 1267, 1268 

Reconciling books and returns, form 
for, 1271 
Oil wells, sale, 1231-1233 
Personal service corporations, partial, 

1218-1228 
Reconcilement of books and returns, 

1271-1273 
Relief, 1218, 1269, 1270 
Returns, 

Form (1120), 1188-1195 

Illustrations (See "Computation of 
tax," immediately above) 

Reconciling with books, forms for, 
1272-1274 
War profits credit, 1234 
Executors (See "Fiduciaries") 
Exemptions, 981-989 
Aliens, non-resident, 982 
Ambassadors, foreign, 986 
Board of trade, 988 
Building and loan associations, 986 
Business league, 988 
Calculated by months, ruling abardoned, 

981 
Cemetery company, 987 
Chamber of commerce, 988 
Charitable society, 987 
Civic league, 988 
Clearing house, 988 
Consuls, foreign, 986 
Co-operative societies, 989 
Cotton exchange, 988 
Educational society, 987 
Employees, 

Municipal, 983 

State, 983 

University, 983 
Farm loan •bonds, "985 
Federal land bank, 984 
Federal reserve bank, 985 
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Exemptions — Continued 

Fraternal beneficiary society, 986. 

Head of a family, 981 

Husband and w^e living apart, 981 
Resident alien with non-resident wife, 
982 

Income, normal and surtax, 983-989 

Insurance, life, 985 

Liberty Bonds, 1099-1106 
Determination of, 1103 
Forms for, 1104, 1105 

Ministers, foreign, 986 

Mutual savings banks, 986 

Notary public, 983 

Religious society, 987 

Status at end of year determines, 981 

Trusts for religious purposes not ex- 
empt, 987 

War risk insurance proceeds, 983 

Workmen's compensation funds estab- 
lished by states, 983 
Exhaustion (See "Depletion") 
Expenses, 11201125 

Charitable contributions, 1121 

Deductions, 

Corporations, gifts of, 1122 

Gifts, 1121 

Judgments paid, 1124 

Salaries continued to heirs of deceased 

employees, 1121 
Trading stamp reserve, 1123 
Traveling, not allowed, 1120 

Gifts to charitable institutions, 1121 

Judgments, payment on, are, 1124 

Living, not deductible, though incurred 
in business, 1120 

Pensions to ex-employees, 1121 

Residence, depreciation of« a personal 
expense, 1137 

Salaries of deceased employees, contin- 
ued to heirs, deductible, 1121 

Trading stamp reserve,, deductible, 1123 

Traveling, 1120 

Return of information not required, 
1059 
Extensions of Time, 

Aliens, non-resident, 1 1 70 

Application for. 
Forms, 10081011 
Must be made in time, 1005 

Enemy aliens, 1170 
Forms, 1008-1011 

45 days. 

General, 1004, 1005 
Lost by failure to report by March 
15, 1012 

Kinds distinguished, 1005 

May 15 (1919), 1006 

1919 returns, 1006 

Non-resident aliens, 1007 

Non-resident citizens, 1007 

Partnerships, to May 15, 1919, 994 

Penalty, specific, will not be imposed, 
1017 

Reasonable requests granted, 1006 



Returns, 1004-1013 
Taxpayers living abroad, 1006 
30 days, by collector, 1005 



Farmers, 1179-1185 
Farm Loan Bonds, 985 
Federal Land Bank, 984 
Federal Reserve Bank, 985 
Fiduciaries, 1174-1176 
Administrator responsible for return of 

deceased, 1018 
Beneficiaries, 

Liberty Loan exemption, 1101 
Non-resident aliens, 993, 1174 
Receivers, returns by, 1175 
Returns by, 1174-1176 
For deceased, 993 
For non-resident alien, 993, 1174 
Information, 992 

Non-resident alien beneficiary, 1174 

Trusts, Liberty Loan exemption, 1101 

Field, F. T., Member, Advisory Tax 

Board, 1049 
Fiscal Year, 

Corporations, new, using, 991 

Defined, 1075 

Ending in 1918, payment of tax, 1047 

Establishment of, 989 

Net loss, for established, recomputation 

of tax, 1031-1033 
1917-1918, computation of tax. 1047 
Foreign Corporations, 1171 
Affiliated with domestic, 1001 
Deductions, 1171 
Excess profits tax, 

Determination of, 1171 
Non-resident, payment of tax at source, 

1070, 1073 
Ownership certificates showing residence 

or non-residence, 1073 
Porto Rican, are, for withholding, 1173 
Resident, defined, 1114 
Returns, 997 
Foreigners (See "Aliens, non-resident 

individuals") 
Foreign Items, 

Information at the source, 1059 
Ownership certificate, 1070 
Form 1001 A, 1063 
Forms, 
Author's, 

Liberty Bond calculations, 1104, 1105 
Reconciling books and returns, 1272- 
1274. 

46, refund, claim for, 1054, 1055 

47, abatement, claim for, 1052, 1053 

1000, ownership certificate, tax to be 
paid at source, 1061 

1001, ownership certificate, tax not to be 
paid at source, 1062 

1001 A, foreign items, 1063 
1012, return of payments at source, 
1072 
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Form s — Continued 

103 IT, extension of time and tentative 

return for corporations, 1010, 1011 
1040, individual liable for surtax, 1030- 

1033 
1040A, individual not liable to surtax, 

1024, 1025 
1040B, will not be issued, 1166 
1040F, farmers, 1180-1183 
1040T, extension of time for individuals, 

and tentative return, 1008, 1009 
1059, ownership certificate, substitute, 

1064 
1078, alien claiming residence in United 

States, 1065 
1096, information at source, 1066 
1096A, monthly return of information to ' 

accompany ownership certificates, 1067 
1099, information at source, payment to 

individuals, 1068 
1120, corporation income and profits tax, 

1188-1195 
1122, information, subsidiary corporation, 

1069 
Fraternal Beneficiary Society, When 
Exempt, 986 



Gas Wells, 

Capital, charges to, 1162 
Depletion, 

Combined with oil wells, 1159 
Computation of allowance, 1157-1160 
Prior to 1916, 1163 
Returns, statement to be attached, 
1160 
Depreciation of improvements, 1163 
Discoverer, sale by, 1021 
Discovery, 1161 

Proof of, 1162 
Expense, charges to, 1162 
Sale, surtax limited, 1021 
Gifts, 

Appreciation not realized till sale by re- 
cipient, 1176 
Clergymen receiving, must return as in- 
come, 1085 
Deductible as expense, when, 1121 
Gilbert, Abraham S., 1123 
Gold Mining, 

Computing war and excess profits tax, ex- 
ample, 1186, 1187 
Goodwill, 

Depreciation not deductible, 1141 
Sale of, when profit or loss can be taken, 
1098 
Government Contract Corporations, 

Returns by, 1000 
Gratuties (See "Gifts") 
Guardian (Sec "Fiduciaries") 



H 

Head of a Family, Defined, 981 
Holding Companies, 

Liberty Loan exemptions, how applicable 
to, 1100 



Illegal Transactions, Losses not De- 
ductible, 1135 
Illinois, 

Assessments for drainage districts, de- 
ductible, 1127 

Limited partnerships are partnerships, 
1114 
Illness, Penalty, Specific, Abated by, 

1018 
Income, 

Accounting period, 1075 

Computation to follow accounting meth- 
ods, 1075 

Credit against, for excess profits tax 
of same year, 1114 

Deductions, time to which applicable, 
1076 

Exempt, normal and surtax, 983-989 

Foreign, return of, 993 

Gross, aliens, non-resident individuals, 
1169 

Interest, 1096-1106 

Losses applicable against, 1076 

Minor's return required, 991 

National bank, discount and interest, 
1077 

Net, 

Consolidated returns, 1001, 1003 
Credited with war and excess profits 

tax, when, 1049 
Non-taxable in prior years, is excuse 
for failure to make return, 1017 

Personal services (See "Personal ser- 
vices, compensation for") 
Income Tax Original Form for Recon- 
ciling Returns and Books, 1172-1174 
Individuals, 

Ambassadors, foreign, 986 

Consuls, foreign, 986 

Death of, abates penalty for failure to 
make return, 1018 

Deductions, losses, 1133, 1136-1137 

Exemptions, Liberty bonds, forms for 
computing, 1104, 1105 

Extensions of time, form, 1008, 1009 

Head of a family, 981 

Husband and wife living apart, 981 
Resident alien with non-resident wife, 
982 

Losses sustained by, 1136 

Ministers, foreign, 986 

Minors, 982 

Returns required, 991 

Penalties, offers in compromise, 1013 

Philippines, 1173 

Porto Rico, 1173 
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Individuals — Continued 
Returns, 

Forms and iUttstrations, for those 

liable to surtax, 1030-1046 
Forms and illustrations, for those not 

liable to surtax, 1024-1029 
Liberty bond exemption, forms for 
calculating, 1104, 1105 
Status at end of year determines ex- 
emption, 981 
Information, 

Erroneous, given by revenue officials, 
excuses failure to make return, 1017 
Information at Source, 1058- 1071 
Corporations, 

Affiliated, return of information. Form 

1122, 1069 
Forms, 1066-1069 

Payments to, need not be reported, 
1059 
Employers, 1058 
Foreign items, 1059 
Forms, 

1096, letter of transmittal to accom- 
pany form 1099, 1066 
1099, 1068 
Liberty bonds, 1099 
Ownership certificates, 
Forms changed, 1070 
Substitute not allowed for foreign 
items, 1059 
Penalties for failure to furnish, 1060 
Returns, delinquent, offers in compro- 
mise, 1013 
Tax-exempt securities, 1099 
What is to be reported, 1058 
What need not be reported, 1059 
Inheritance, Appreciation Not Realized 

Till Sale, 1176 
Inheritance Tax, Collateral, not De- 
ductible, 1128 
Instalment Plan, 

Obligations of customers may be treated 

as cash, 1094 
Property, personal, sold on, income how 
accounted, 1093 
Instalments, 

Payment of tax at source not to be in, 

1074 
Privilege of paying in, lost by those fail- 
ing to pay on March 15, 1012 
Insurance, 

Annuities, 1106 

Endowment policy proceeds, what part is 

income, 1106 
Life, exemption, 985 
Massachusetts bank establishing depart- 
ment for, 986 
Premiums, commissions on are income, 

1085 
War risk, proceeds exempt, 983 
Insurance Companies (See also "Corpora- 
tions" and "Foreign corporations") 
Assessment companies, deductions, 1178 
Deductions, 1177, 1178 
Income, gross, 1176 



Organization incomplete, failure to make 

return not penalized, 1017 
Reserves, 1178 
. Returns, 1178 

Intangible Property, Dkprbciation, 1137 
Interest, 1099-1106 
Accrued, Liberty bonds, 1102 
Annuities, 1106 
Farm loan association, 985 
Federal land bank, 984 
Foreign, to be especially returned on 

1040, 993 
Liberty bonds, 1099-1106 

Determination of, 1102, 1103 

Form for calculating exemption, 1104, 
1105 
Securities, tax-exempt, return required, 

1099 
Victory Loan, exemption to Liberty bonds 

by virtue of ownership of, 1099 
War savings certificates, 1106 
Inventories^ 1086-1091 

Adjustment of, after close of taxable 

year, 1089 
Cost defined, 1087 
Losses due to shrinkage, 1134 
Market price defined, 1086, 1087 
Replacement basis, 1089 
Sales price not to be considered, 1089 
Securities, dealers in. 

Defined, 1090 

Returns, preparation of, 1090, 1091 
Shrinkage, 

Adjusted, 1089 

Losses due to, 1134 
Valuation, basis of, 1086 
lowA, Assessments for Drainage, Not 

Deductible. 1128 



Joint Adventure Not a Partnership, 
1113 

Joint Ownership Not a Partnership, 
1113 

Joint-Stock Companies (See "Corpora- 
tions") 

Judgments Paid. Are Expense, 1124 



Lessees and Lessors, Depletion, 1150-1152 
Liberty Bonds, 

Advertisements, deductible as expense, 
1122 

Beneficiaries, exemption to, 1101 

Exemption, 

Determination of, 1103 

Form for calculating, 1104, 1105 

Victory Liberty Loan Act, 1099 

$50,000 additional exe^^>tion under Vic- 
tory Loan Act, 1099 

First, income from, to be reported, 1099 

Holding company's exemption, 1100 

Interest on, 1099-1106 

Determination of, 1102, 1103 
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Liberty Bonds — Continued 
Partners, exemption, 1102 
Personal service corporation, exemption, 

1102 
Life Insurance (See "Insurance, life") 
Living Quarters, When Not Part of 

Compensation, 1058 
Loan Associations (Sec "Building and 

loan associations") 
Losses, 1129-1137 . 
Corporation, 

Individual's share of, 1137 

Recomputation of tax when net loss is 
established. Table, 1131-1133 
Debts; bad, 1137 
Deductions for, 1129-1137 
Farmers, 1184-1185 
Goodwill, 1098 

Illegal transactions, not deductible, 1135 
Individuals, 1136 

Corporation loss shared, 1137 
Inventory shrinkage, 1134 
Net, 

Allowance, 1130 

Applicable against dividends, 1129 

Claim for, 1130 

Deductible for 1917-1918, 1049 

Valuation not excluded as basis, 1137 
Replacement funds for, 1092 

Not now confined to war casualties to 
property, 1091-1092 
Securities, 

Sale of, of same issue, 1136 

Shrinkage in value, 1136 
Time to which applicable, 1076 
War, deduction limited, 1130 

M 

Mallby v. Crocker, 998 

Market Price, Defined, 1086, 1087 

Massachusetts Trust, 

Excess profits tax probably does not 

apply, 1185 
Not associations, 998 
Mergers, 

Corporations losing identity by, 1019 
Gain or loss on exchange of stocks, 1097- 

1098 
Returns, consolidated, 998-1004 
Michigan, 

Limited partnership are partnerships, 

1114 
Partnership associations are corporations, 
1115 
Military or Naval Forces of U. S. 
Penalty, Specific, for Failure to 
Make Return, Not Asserted, 1018 
Mines, 

Capital expenditures, 1155 

Computing war and excess profits tax, 

example, 1186, 1187 
Depletion, 

Cost must be for bona fide sale, 1149 
fair market value, 1149 



Regulations in full, 1153-1157 
Unit value, how determined, 1150 
Discoverer, sale by, 1021 
Discovery defined, 1155 
Returns, additional statement for de- 
pletion, 1154 
Sale, surtax limited, 1021 
Valuation, regulations in full, 1153-1157 
Ministers, Foreign, Income Exempt, 

986 
Minors, 

Return required, 982, 991 
Taxable as adults, 982 
Municipalities, Employees of. Exempt, 

983 
Mutual Savings Banks, 986 



National Banks, Accrual Method, 1077 
Notary Public, Fees Exempt, 983 



Obsolescence, 1143-1148 (See also "Deple- 
tion" and "Depreciation") 
Amortization of war plants, 144-1148 
Depreciation includes ordinary, 1143 
Extraordinary, 1144 
Officers, Army and Navy, 

Penalty, specific, when not asserted 
against, 1018 
Oil Wells, 

Capital, charges to, 1162 
Depletion, 

Combined with gas wells, 1159 
Computation of allowance where quan- 
tity is uncertain, 1157, 1159 
Determination of quantity in ground, 

1157 
Prior to 1916, 1163 
Return, statement to be attached, 1160 
Depreciation of improvements, 1159 

Prior to 1916, 1163 
Discoverer, sale by, 1021 
Discovery, 1161 
Proof of, 1162 
Expense, charges to, 1162 
Sale, surtax limited, 1021 
Operating Companies (See "Subsidi- 
aries") 
Overpayment of Tax, Refunds, 1051 
Ownership Certificates, 

Foreign items, 1059, 1063, 1070 
Forms, 

1000, tax to be paid at source, 1061 

1001, tax not to be paid at source, 
1062 

1001 A, foreign items, tax not to be 
paid at source, 1063 

1059, substitute, 1064 
Forms changed, 1070 
Substitute, 

Form 1059, 1064 
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Partnership. 

Domestic, defined, 1113 
Exemptions, 

Liberty bonds, 1102, 1104, 1105 
Extension of time, 994 

Fiscal year ending in 1918, 1004 
Gifts by, deductible in partners' returns, 

1122 
Liberty Loan, exemptions, 1102 

Form for calculating, 1104, 1105 
Life insurance proceeds, not exempt, 985 
Limited, what types are corporations, 

1114 
Partner, calculation on form (1040), 

1044-1046 
Partner, extension of time to firm does 

not apply to members, 1004 
Returns, 

Annual, 994-996 

Receiver, 996 
What are not, 1113, 1114 
Patents, Depreciation, 1141 
Patterns, Etc., Deductible as Expense, 

1142 
Payment of Tax, 1047-1049 (See also 

"Payment of tax at source'*) 
Abatement claim does not suspend, 1051 
Bill in equity enforces lien of U. S., 

1048 
Certificates of indebtedness, 1047 
Distraint to obtain, 1048 
Fiscal year ended in 1918, 1047 
5-year limit on suits for, except for 

fraud, 1056 
Over-, Collector may refund, 1051 
Suits for, 5-ycar limit, 1056 
When tax is not paid, goods and real 

estate may be seized, 1048 
Payment of Tax at Source, 1071-1074 
Aliens, non-resident, 1163 

Beneficiaries, 993. 

Exemption from withholding, 1169 

Rates, 1167 
Excess tax withheld to be released, 1071 
Exemption from, 1073 
Foreign corporations, 

Non-resident, 1070 

Ownership certificates, 1 073 
Instalments not allowed, 1074 
Returns, 

Forms to be used, 1074 

Time extended to May 15, 1074 
Withholding agent not penalized if tax- 
payer pays, 1019-1020 
Penalties, 

Additional of 50%, ,1014 

Ad valorem, how imposed, 1016 

Compromise, 1015, 1016 

Specific, 1019-1021 
False return, 50% additional, 1014 
Information at the source, specific, 1060 
Interest on, 1016 
Offers in compromise, 1013, 1016 
Payment of tax delayed, 1013 



Refunds (See "Refunds") 
Specific, 

Collectible only by compromise, 1016 

Compromise, 1019-1021 

Limit of 5 years, in which to assert, 

1020 
Not asserted till May 1, 1012 
Prior years, when not asserted, 1020 
When suit will not be entered, 1017- 
1021 
Understatement, 1056 
Pennsylvania Limited Partnership, 1114 
Pensions, Are Income, 1085 
Personal Service Corporations (See 

"Corporations, personal service*') 
Personal Services, Compensation for. 
Deceased employees, salary to heirs, de- 
ductible, 1121 
Defined, 1085 
Goods as, to be entered at fair market 

value, 1085 
Percentage basis, 1085 
Profit-sharing employee, taxes calculated, 

1079-1084 
Refunded by employee, amended return 

to get refund of tax, 1078 
State employees exempt, 983 
University employees paid under Smith- 
Lever Act, exempt, 983 
Philippines, 1173 

Pianos, Instalment Plan, Sold on, 1093 
Porto Rico, 1173 
Postage Not a Tax, 1127 
Premiums, 
Insurance, commissions are income, 1085 
Paid by employer in favor of employee, 
are income, 1085 
Profits, Employee Sharing, Calcula- 
tions, 1079,1084 
Property, 

Appreciation, 1096-1099, 1172 
Exchange of, for other, 1096-1098 
Personal, instalment plan sales of, 1093 
Protests, 1049-1056 

R . 

Rates, 
Surtax, 

Mines, sale of, 1022 
Wells, sale of, 1022 
Transportation companies, under govern- 
ment control, 1022 
Rebates (See "Refunds*') 
Receivers (See also "Fiduciaries'*) 
Corporation, returns, 997 
Partnerships, return, 996 
Returns required of, 1175 
Reconciling Returns and Books, Forms 

FOR, 1272-1274 
Red Cross Gifts, 

Corporations may not deduct, 1123 
Refunds, 1050-1057 
Claim for. 

Form 46, 1054, 1055 
Form 46 to be used, 1051 
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Ref unDS^-Continued 
Claim for — Continued 

Receipt showing payment of tax must 
accompany, 1050 
Compromised payments cannot be re- 
funded, 1015 
Excessive salary refunded, tax to be 

refunded, 1078 
Overpayment, collector may make of, 

1051 
Sums recovered by suits. 
Form 46, 1056 
Religious Society, 987 
Rent, 
Cash and accrual basis not interchange- 
able, 1106 
Information at source, when required, 
1059 
Reorganiztions, 

Corporations losing identity through. 
Penalty, when not asserted, 1019 
Gain or loss on exchange of stock, 1097- 

1098 
Returns, consolidated, 998-1004 
Repairs, 

Accrual basis to correspond to rent basis, 
1106 
Replacement Fund, 
Application for, 1093 
Losses to property through casualty other 
than war now included, 1091-1092 
Residence, 

Claim of alien for, in United States, 

Form (1078), 1065 
Depreciation of, is personal expense, 
1137 
When partial deduction allowable, 1139 
Retired Pay, is Income, 1085 
Returns, 989-1021 

Abatement, form, 1052, 1053 

Alien, claiming residence, form, 1065 

Amended, , 

Losses discovered late, 1076 
Specific penalty will not be imposed 
for, if original was on time, 1017 
Annual, 

Corporations, 996-1004 
Individuals, 1024-1046 
Partnership, 994-996 
Personal service corporations, 994-996 
Books reconciled with, 1272-1274 
Complete in itself, each must be, 1119 
Consolidated, 998-1004 
Affiliated defined, 1000 
Domestic affiliated with foreign, 1001 
Fiscal years of subsidiaries differ, 1002- 

1003 
Government contract corporations, 

1000 
Net income consolidated, 1001, 1003 
Ownership changed during taxable 

year, 1000 
Statement to accompany, 999 
Subsidiary uses form (1122), 1002 
Where filed, 999 



Corporations, 

Consolidated, 998-1004 

Foreign, 997 

Form 1120 to be used, 999 

Form 1120, with examples, 1188-1226 

Forms unavailable no excuse, 996 

Inspection of, 1014 

New, on fiscal year basis, 991 

Receivers, 997 

When required, 996, 997 
Delinquent, 

Offers in compromise, 1013, 1015 
Drafts of, author's illustrations (See 

"Computation of tax" or by subjects) 
Examination to ascertain correctness, 

1013-1021 
Extensions of time, 1004-1013 

Aliens, non-resident, 1166 

Forms, 1008-1011 
Fiduciaries, 992, 1174-1176 
Filed in wrong district, no penalty, 

1017 
First, by taxpayer, whether on cash or 

accrual basis, 1075-1076 
Fiscal year, 

Corporation, new, 991 

Establishment of, 989 
Foreign interest and dividends, 993 
Forms (numerically, see "Forms of re- 
turns"; by subjects, see "Computa 
tion of tax" or hereunder, or by 
subject) 

Author's for Liberty bond exemptions, 
1104, 1105 

Author's for reconciling books with 
returns, 1272-1274 
Individuals, 

Liable to surtax, 1030-1046 

Not liable to surtax, 1024-1029 
Information, 1066-1069 
Mailed in time, no penalty for delay, 

1017 
Minors, required of, 9g2, 991 
Ownership certificates, 1061-1064 
Partnerships, 

Annual, 994-996 

Receiver of, 996 
Penalties (See "Penalties") 
Personal service corporations, annual, 

994-996 
Receivers, 1175 
Reconcilement with books, original forms 

for, 1272-1274 
Refunds, 1054, 1055 
Securities, dealer in, preparation of, 1090, 

1091 
Tentative, 

Failure to make, penalized, 1012 

Forms, 1008-1011 

Specific penalty avoided by, 1017 
Understatement, penalty for, 1057 
Use of in legal proceedings, 1013 
Royalties, 
Advance, depletion deductible, 1152 
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Sailors, Penalty, Specific, Not Asserted 

Against, 1018 
Salaries (See "Personal services, com- 
pensation for") 
Salesmen, Expenses, 1120 
Secret Formulae, Depreciation Not Al- 
lowed, 1141 
Securities, 
Dealer in, 
Defined, 1090 

Return, preparation of, 1090, 1091 
Exchange of, for other, 1096-1098 
Stock for stock, 1097-1098 
When a closed transaction, 1096 
Liberty bonds. 

Beneficiaries, exemption to« 1101 

Exemption, 1101-1103 

Exemption, form for calculating, 1104, 

1105 
$50,000 additional exemption possible 

under Victory Loan Act, 1099 
First, information now required, 1099 
Holding companies, exemption, 1100- 

1101 
Interest, 1099-1106 
Interest, determining, 1102, 1103 
Partner, exemption, 1102 
Personal service corporation, exemp- 
tion, 1102 
Victory Loan, 1099 
Losses due to shrinkage in value, 1136 
Same issue, sold at a loss, 265 (book) 
Tax-exempt (See also **Tax-free" im- 
mediately below) 
Information required, 1099 
Tax-free (see also "Payment of tax at 
source") 
Aliens, non-resident, exemption of, 

1169 
Exemption from withholding, 1073 
United States, 

Form for computing exemption, 1104, 

1105 
Information required of owner if bonds 

are completely tax-exempt, 1099 
Liberty Bonds (See "Liberty Bonds," 
immediately above) 
Victory Liberty Loan, 1099 
Smith-Lever Act, 

Employees of universities under, 983 
Soldiers, Penalty, Specific, Not As- 
serted Against, 1018 
Source, 

Information at (See '^Information at 

source") 
Payment at (See "Payment at source") 
Speer, L. F., Member, Advisory Tax 

Board, 1049 
States, 

Employees of, exempt, 983 
Status at End of Year Determines Ex- 
emption, 981 
Sterrett, J. E., Member, Advisory Tax 
Board, 1049 



Stock, 

Employee receiving, to return as income, 
1085-1086 

Exchange of, for other, 1097, 1098 

Worthless, now deductible directly, 1136 
Stock Dividends, 1112 

Allocation to prior periods, 1107 
Stoppage at Source (See "Payment at 

source") 
Subcontractors, Information at the 

Source, 1058 
Subsidiaries (See also "Corporations") 

Balance sheet, consolidated, 998 

Capital invested, 998 

Defined, 1000 

Domestic affiliated with foreign, 1001 

Information return, 
Form (1122), 1069 

Returns, consolidated, 998-1004 
Substitute Certificates, 1064 
Suits for Tax, 

5-year limit, except for fraud, 1056 

Refunds of sums wrongly recovered by, 
1056 
Surtax, 

Mines, sale of, 1021 

Wells, sale of 1021 



Taxable Year Defined, 1075 
Taxes, 

Assessments, special, when deductible, 

1127, 1128 
Automobile license fees deductible as, 

1127 
Compromise, 1015, 1016 
Deductions, 1125-1128 
Excess withheld by withholding agent to 

be paid, 1071 
Foreign, deductible, 1125 
Inheritance, collateral, not deductible, 

1128 
Payment (See "Payment of tax" and 

"Payment of tax at source") 
Stamp, deductible, 1126 
Tax-exempt Securities (See also "Tax- 
free securities") 
Information now required, 1099 
Tax-free Securities (See also "Payment 

of tax at source") 
Aliens, non-resident, exemption, 1169 
Exemption from withholding, 1073 
Form for computing, 1104, 1105 
Taxpayer, 

Making first return, 1075, 1076 
Resident abroad, 1006, 1007 
Traveling abroad, 1007 
Tennessee, Assessments for Levees, Not 

Deductible, 1128 
Timber, 
Deletion, 

Capital, charges to, 1165 

Capital recoverable, 1165 

Computation, 1165 

Deductions for, 1164 
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Timber — Continued 
Depletion — Continued 

Depreciation of improvements, 1166 
Expense, charges to, 1165 
Regulations in full, 1164-1167 
Stumpage, revaluation of. 1165 

TeadS'MAmcs, Dbpkeciation Not Deduct- 
IBU, 1141 

Tradb-Nambs, Dbpreciation Not Dbduct- 

IBLB, 1141 

Trading Stamps, Reserve for, 1123 
Transportation Companies Under Gov- 
ernment Control, 
Rates, special, 1022 
Trustees (See "Fiduciaries") 
Trusts, 

Liberty Loan exemption, 1101 
Not exempt because of religious purposes, 
987 



u 



Understatements, Penalty, 1057 
United Press Franchises Are Intangible 

Property, 1265 
Universities, Employees Paid Under 
Smith-Lever Act, Exempt, 983 



Victory Loan, 

Exemption of Liberty Bonds by virtue 
of ownership of, 1099 
Virginia, Partnership Associations Are 

Corporations, 1115 

w 

Wages (See "Personal services, com- 
pensation for") 

Wards (See "Fiduciaries") 

War Excess Profits Tax (See Excess 
profits tax" and "Capital invested, ex- 
cess profits tax," 

War Losses, Deductions, 1130 

War Profits Credits, 1234 

War Risks Insurance, Proceeds Exempt, 
983 

War Savings Certificates, Interest on, 
1106 

Widow, Salary of Deceased Employee 
Continued to. Deductible, 1121 

Withholding Agent, 

Penalty not asserted if taxpayer has 
paid, 1019, 1020 

Workmen's Compensation, 

Funds established by States, income 
exempt, 983 
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